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THE UNITED STATES-SOUTH KOREA ETA: 
THE FOREIGN POLICY IMPLICATIONS 


WEDNESDAY, JUNE 13, 2007 

House of Representatives, 

Subcommittee on Terrorism, Nonproliferation, 

AND Trade, 

Committee on Foreign Affairs, 

Washington, DC. 

The subcommittee met, pursuant to call, at 10:05 a.m., in Room 
2237, Rayburn House Office Building, Hon. Brad Sherman (chair- 
man of the subcommittee) presiding. 

Mr. Sherman. Everyone, if folks could please take their seats. I 
will ask staff to close the door to get as much quiet as possible. I 
want to thank Ambassador Bhatia and Secretary Hill for joining us 
today as we look at the United States-South Korea Free Trade 
Agreement. 

Almost 200 years ago today, the 12th Congress rather than the 
noth Congress was here in Washington. They passed a foreign pol- 
icy vote, and as a result, 2 months later Detroit was burned to the 
ground. Today the llOth Congress will also have a chance to pass 
a foreign policy provision that will accomplish the same result as 
what happened to the city of Detroit, namely the passage of the 
South Korea Free Trade Agreement. 

Now, as in the past, administration officials have come before us 
and at least told us that a particular free trade agreement would 
reduce the U.S. trade deficit, that it would not just create jobs and 
wealth in America, but it would create more jobs and wealth in 
America than it lost. Today things are different because now every 
published study shows that this agreement will cost us more jobs 
than it will create; cost us more wealth than it will create. 

According to a report issued in April of this year by the Korean 
Institute for Industrial Economics and Trade, an entity that I know 
Ambassador Bhatia quotes in his report, if this deal moves forward, 
the United States trade deficit with South Korea will increase by 
about $750 million per year for each of the next 10 years. Using 
numbers put forward by the Peterson Institute on International Ec- 
onomics, we see a similar picture. While they do not project out for 
as many years, they project an increase in the U.S. trade deficit of 
$880 million. 

I think Ambassador Bhatia said it very clearly when he was 
speaking in Korea and said, “From Chile to Singapore, the history 
of our free trade agreements is that the bilateral trade surpluses 
of our trading partners go up.” So there is no published report that 

( 1 ) 
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indicates anything other than while this agreement will create 
some jobs and wealth in America that it will cost us more. 

But my focus here today in these hearings is not only that this 
agreement will have a devastating effect on America’s working 
families, not only that it will add to the United States trade deficit 
but that it will transfer to the executive branch the power to decide 
whether goods manufactured in North Korea, and particularly in 
the processing zones of North Korea, enter the United States with 
this agreement providing additional benefits to those imports. 

Now let me stipulate that the administration is made up of patri- 
otic Americans dedicated to our nonproliferation policy, none more 
dedicated than Ambassador Hill. But each time the administration 
asks Congress to turn itself into a mere advisory body, they assure 
that that is a good result because after all, if the administration 
is exercising the power, they will do so in the patriotic interests of 
the United States. 

Now exactly how will this agreement provide the administration 
with the power to provide benefits to North Korean exports? The 
key is these new trade zones or processing zones. The first of these 
trade zones alone is expected to ultimately employ over 1 million 
workers and house up to 3 million people. 

In the words of the South Korean trade minister, this agreement 
leaves the possibility that any region in North Korea can be des- 
ignated as a zone where products made there can be considered 
South Korean-made and eligible for the benefits of this agreement. 
So the South Korean people are being told that this agreement will 
help products created in those special zones. We in the United 
States are told the opposite. Where does the truth lie? 

The truth lies in the text of the agreement, which states that any 
product that is produced in any part of Korea over which the South 
Koreans exercise sovereignty gets all of the benefits of this agree- 
ment. Where does the South Korean Government exercise sov- 
ereignty? According to its Constitution, the entire Korean Penin- 
sula. 

Moreover, North and South Korea can enter into agreements at 
any time to give some slight elements of sovereignty to the South 
over any of these processing zones. We can only look at Guanta- 
namo or Ramstadt Air Force Base or Embassies here in Wash- 
ington or illegally parked diplomatic cars down the street to know 
that different territory is subject to different kinds of sovereignty. 

Under this agreement, the slightest scintilla of sovereignty 
granted by North Korea or acknowledged by North Korea over any 
portion of these processing zones will give the goods made there 
carte blanche entry into the United States. 

We are about to consider a free trade agreement which is a high- 
ly unusual statute. You see, usually we in Congress write the laws. 
This time it is Ambassador Bhatia and his organization that will 
write the law, and they have a chance to write a clear one or to 
make it fuzzy and ask us to trust them. 

I have put forward over here and sent to both of our witnesses 
yesterday, I wish I had done it a little earlier in the afternoon, and 
I do not expect you to have fully reviewed it, language that can be 
included in that statute to make it clear that only Congress can 
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allow goods produced in these zones to enter the United States 
with the benefits of this agreement. 

I will know when you submit your draft to this Congress whether 
you intend to have clear language to accomplish that goal — this is 
clear language; I am sure you can draft even better language — or 
whether your reaction would be, we will leave it vague, but trust 
us. As an old lawyer, let me tell you the one time I want it in writ- 
ing is when somebody tells me it does not need to be in writing. 

So I look forward to seeing a clear agreement, not a statement 
that we should simply trust the administration to make the patri- 
otic decision but rather a clear statement in the draft legislation 
that you submit to us that we cannot amend, which clearly states 
that this agreement is not as construed by the South Korean offi- 
cial that I quoted earlier. 

With that, let me yield to the distinguished gentleman from Or- 
ange County, California, the ranking member of the subcommittee. 

[The prepared statement of Mr. Sherman follows:] 

Prepared Statement of the Honorable Brad Sherman, a Representative in 

Congress from the State of California, and Chairman, Subcommittee on 

Terrorism, Nonproliferation, and Trade 

I want to thank Ambassador Bhatia and Secretary Hill for joining us today as 
we look at specific aspects of the proposed U.S. — South Korea FTA. 

As we look at this agreement, I am reminded of a certain lesson of history. On 
June 18, 1812, the United States declared war on Great Britain, and we made — 
what proved to be — a catastrophic foreign policy decision: We invaded Canada. 

Our leaders mistakenly believed that the war would be an easy victory. They were 
wrong, and two months later we saw the fall of Detroit. 

Today, we are not considering an invasion, but a trade agreement with one of our 
most important allies: South Korea. However, before we go forward with a proposal 
that the Bush Administration tells us will benefit both sides, we should be certain 
that we are not setting into motion a plan that will once again lead to the demise 
of Detroit. 

Fundamental to answering these concerns is to ask how the U.S. — South Korea 
FTA will affect our trade deficit, which last year reached $836 billion. Our imports 
world-wide for 2006 ($1.8 trillion) were double the entire gross domestic product of 
South Korea. Unsurprisingly, we have a trade deficit with South Korea as we do 
with the vast majority of countries around the world. 

As one of our witnesses. Ambassador Bhatia, recently pointed out, these types of 
agreements tend to grow our trade deficit. He is not alone in this assessment. Ac- 
cording to a report issued in April of this year by the Korea Institute for Industrial 
Economics and Trade, if this deal moves forward our trade deficit with South Korea 
will grow by as much as $750 million annually. 

Using the numbers from a study done by the Peterson Institute on International 
Economics we see a similar picture in which our trade deficit with South Korea will 
grow by another $880 million annually. 

A full eighty percent of this trade imbalance comes from the auto industry, which 
brings us strait back to Detroit. Last year, South Korea exported 700,000 cars to 
the United States, more than 100 times what U.S. carmakers sold there. 

We are told that there are some improvements to the barriers that U.S. auto- 
makers face, but they are not enough. Ford, Chrysler, and the United Auto Workers 
are all opposing this agreement because — in the words of a Ford Motor Vice Presi- 
dent, “No manufacturer from any county can make significant gains in the Korean 
market.” 

But I am not going to criticize our friends in South Korea. They are doing what 
most countries do: they are looking out for their own best interests and the interests 
of their own workers. However, our own trade officials should be doing the same, 
which clearly they are not. 

The auto provisions are not the only issue that needs to be addressed. There is 
a Trojan Horse in this deal, which I believe will leave both sides unpleasantly sur- 
prised. 
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Unable or unwilling to make the tough decisions regarding outward processing 
zones in North Korea — like the one at Kaesong — the negotiators have sent us a deal 
that leaves too many unanswered questions. 

This is not acceptable given the serious implications to our efforts to counter the 
North Korean nuclear weapons program. In October of last year, the North Korean 
regime tested a nuclear device. The response of the U.S. Trade Representative was 
to allow the inclusion of language in the US-South Korea FTA that paves the way 
for special treatment of goods produced in North Korea. 

We are told not to worry because the name of the only currently existing outward 
processing zone, the Kaesong Industrial Complex in North Korea, doesn’t actually 
appear in the text of the agreement. That rational is ridiculous. 

This agreement establishes a committee whose composition and real powers are 
still unclear, but nevertheless has the authority to negotiate the terms of outward 
processing zones in North Korea. 

These special zones will allow goods to be made in North Korea and be treated 
the exact same way as South Korean goods. We are not talking about a small excep- 
tion. In the words of the South Korean trade minister this agreement leaves, “the 
possibility that any region in North Korea can be designated as a zone where prod- 
ucts made there can he considered as South Korean-made.” 

How far-reaching could this be? The first of these trade zones alone is expected 
to ultimately employee upwards of one million workers and house up to three mil- 
lion people. 

Additionally the text of the agreement leaves open another possihility: differing 
interpretations of the borders of South Korea. The FTA defines South Korea as the 
land, maritime, and air space over which the Republic of Korea exercises sov- 
ereignty. While I certainly welcome the day that North and South Korea are peace- 
fully reunited into a single, free democratic country, I must question the peculiar 
way in which this was put together. How and by whom will the sovereign authority 
of South Korea he determined? South Korea’s constitution says it extends to the 
Chinese border. 

We have been told that all of these concerns will be addressed eventually. We are 
told that Congress will retain the authority to authorize the special treatment of 
goods in North Korea. We have received assurances from the Bush Administration 
that additional fixes can still be added to this FTA even though South Korean offi- 
cials have publicly stated that Seoul is unwilling to reopen the agreement. 

In order to codify these assurances I would suggest a clarification that we could 
have in the agreement or implementing legislation. 

I want to be absolutely certain that no special trade privileges are extended to 
North Korea without Congress making the final determination. 

I hope that the Administration witnesses will agree to the following: 

“No good or service produced in whole, or in part, in the portion of the Korean 
Peninsula located north of the Korean War Armistice Line shall be eligible for the 
benefit of this agreement, unless such benefit is recommended by the Committee 
stipulated in Annex 22-c and thereafter authorized by a specific statute passed by 
the Congress.” 

Either this Free Trade Agreement does or does not allow special treatment for 
goods produced in North Korea. 

There can be no maybe and no middle line. 

The U.S. Congress must have the final word. 

Mr. Royce. Thank you, Chairman. Thank you for yielding. I 
think I have a little bit of good news here because under this 
agreement, only Congress could allow inclusion of Kaesong goods 
in the United States. The concept here is a joint panel, a panel in 
which the United States and South Korea has representation. And 
if the United States disagrees with the inclusion of the importation 
of Kaesong industrial goods, which we are not going to do, it is not 
going to happen. 

Mr. Sherman. Will the gentleman yield? 

Mr. Royce. I am happy to yield to the gentleman. I am happy 
to yield on this moot point, but I will yield to the gentleman. 

Mr. Sherman. Okay. I want to clarify remarks as to one thing. 
I know the agreement includes Annex 22— C, which contains a proc- 
ess which involves turning things over to Congress for ratification. 
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My opening statement was based on the assumption that while 
22-C was probably negotiated in good faith, ultimately the admin- 
istration will regard it as a convenient red herring. It will not use 
the 22-C process and rather will simply agree that Kaesong and 
other areas are areas in which the South Korean Government exer- 
cises sovereignty, and under the agreement in chief, the products 
can come into the United States. So I was not unmindful of the last 
sentence of Annex 22-C. 

Mr. Royce. Well, reclaiming my time, Mr. Chairman, I think the 
red herring argument here more likely is the one that asserts that 
there is some way that the United States would allow goods from 
Kaesong, the industrial park, into the United States, into this 
country, because under this agreement as it is drafted now, you 
and I would have a vote on that 

Let us say for a minute what would never happen did happen 
and the administration decided to switch its position. At that point, 
you and I and everyone else — and I have written the administra- 
tion twice on this point — would be heard from. There is no constitu- 
ency in the United States for what you are suggesting. I just think 
that that point needs to be made. 

What was agreed to here is a panel established to make rec- 
ommendations on the possible inclusion of Kaesong goods. Any rec- 
ommendation from this panel would require congressional ap- 
proval. I do not think anyone seriously thinks the United States 
would accept goods coming in from North Korea. 

Now this proposed free trade agreement with South Korea is the 
world’s largest agreement of its kind. Given our significant trade 
with South Korea and even more importantly given our significant 
security relationship, this agreement deserves close attention. 

Starting in 2000 and every year since, I have co-chaired the 
United States-Republic of Korea Interparliamentary Exchange. The 
exchange has always included a panel on trade whether we are in 
South Korea or here negotiating. And I have sat through many ses- 
sions in which we pressed national assembly members to open Ko- 
rean markets. This ETA has achieved much of what we pushed for. 

There is some dissatisfaction with the agreement’s treatment of 
autos. South Korea has not lived up to previous agreements to end 
its discriminatory treatment of American-made cars, which has 
choked off United States sales in South Korea. The administration 
has now negotiated the elimination of most Korean tariffs on 
United States autos. It has also attached Seoul’s non-tariff bar- 
riers, including with a new dispute mechanism backed by a puni- 
tive snap-back of United States tariffs on the 750,000 green cars 
sold in the United States should Seoul be found to be breaking the 
rules. 

While sympathetic to those wanting more, calls to tie U.S. tariff 
rates to the sale of X number of United States cars to South Ko- 
rean consumers would undermine trade. There is a fundamental 
difference between demanding fair access and demanding market 
share, which we have never done. 

This agreement gives the United States beef industry an oppor- 
tunity to retake the dominant position it held in South Korea in 
its import market in 2003 before mad cow disease. South Koreans 
I believe understand the need to apply science-based safety stand- 
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ards to United States imports. The beef issue, though, seems to 
take a new turn every day. 

It is unfortunate that the United States could not dent South Ko- 
rea’s protection of its rice farmers. The main losers, though, are 
Korean consumers who continue paying four times the world mar- 
ket price for rice, just as American consumers lose out to our agri- 
cultural subsidies. 

I was pleased that the Kaesong Industrial Complex made goods 
were excluded from this agreement’s tariff benefits. As I men- 
tioned, I have written the administration a number of times during 
the negotiations warning against their inclusion. It would have 
been indefensible to include goods produced under the wretched 
conditions of North Korea, directly benefiting its reckless and dan- 
gerous regime. 

The State Department should go one step further, dissuading 
South Korea from expanding Kaesong. We should not bolster 
Pyongyang, including facilitating the release of its ill-gotten gains 
parked in Banco Delta Asia. 

So, in summary, Mr. Chairman, I think although South Korea 
has agreed to a number of the points that we have been pushing, 
one of the questions for us is: Why did South Korea agree to this? 
I think South Korea entered the agreement to get more competi- 
tive. Having built its impressive prosperity through trade. South 
Korea now faces increasing competition from its neighbors, includ- 
ing some of the world’s most economically vibrant economies. 

Seoul has been liberalizing its economy at a quick pace essen- 
tially since its 1997 meltdown, but it knows it has to do more, gain- 
ing better access to the United States market but also freely ac- 
cessing U.S. goods and services. This agreement does that, bene- 
fiting us, including many in my home state of California. 

It is worth noting that Korean tariffs will be lowered far more 
than United States tariffs, which are already low. I think all of us 
should reflect on that point. The United States and South Korea 
have an important strategic relationship. United States troops are 
stationed on the Korean Peninsula for our mutual security. If we 
are honest, though, in some ways, this relationship has been off 
track. While this agreement appears popular in South Korea now, 
anti-Americanism has been rising for years, and I do not rule out 
the possibility of this FTA further stoking it as IMF-imposed re- 
forms brought resentments against up back in 1998. There have 
been South Korean labor strikes against this agreement. The State 
Department should prepare outreach efforts to counter this opposi- 
tion. 

I look forward to hearing how this agreement will advance our 
economic and strategic interests from our witnesses here today, 
and I thank you very much, Mr. Chairman, for holding this hear- 
ing. 

[The prepared statement of Mr. Royce follows:] 

Prepared Statement of the Honorable Edward R. Royce, a Representative in 
Congress from the State of California 

The proposed free trade agreement with South Korea is the world’s largest of its 
kind. Given our significant trade with South Korea, and even more significant secu- 
rity relationship, this agreement deserves close attention. 
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Starting in 2000, and every year since, I have co-chaired the U.S. -Republic of 
Korea Inter-parliamentary Exchange. The Exchange has always included a panel on 
trade. I’ve sat through many sessions in which we pressed National Assembly mem- 
bers to open Korean markets. This ETA has achieved much of what we’ve pushed 
for. 

There is some dissatisfaction with this agreement’s treatment of autos. South 
Korea hasn’t lived-up to previous agreements to end its discriminatory treatment of 
American-made cars, which has choked off U.S. sales in South Korea. The Adminis- 
tration has now negotiated the elimination of most Korean tariffs on U.S. autos. It 
has also attacked Seoul’s non-tariff barriers, including with a new dispute mecha- 
nism, backed by a punitive “snap-back” of U.S. tariffs on the 750,000 Korean cars 
sold in the U.S. should Seoul be found to be breaking the rules. 'V^ile sympathetic 
to those wanting more, calls to tie U.S. tariff rates to the sale of X number of U.S. 
cars to South Korean consumers would undermine trade. There’s a fundamental dif- 
ference between demanding fair access and demanding market share, which we 
have never done. 

This agreement gives the U.S. beef industry an opportunity to retake the domi- 
nant position it held in the South Korean import market in 2003, before mad cow 
disease. South Koreans, I believe, understand the need to apply science-based safety 
standards to U.S. beef imports. The beef issue though seems to take a new turn 
every day. 

It is unfortunate that the U.S. couldn’t dent South Korea’s protection of its rice 
farmers. The main losers though are Korean consumers, who’ll continue papng four 
times the world market price for rice, just as American consumers lose out to our 
agricultural subsidies. 

I was pleased that the Kaesong Industrial Complex-made goods were excluded 
from this agreement’s tariff benefits. I wrote the Administration a couple of times 
during the negotiations, warning against their inclusion. It would have been inde- 
fensible to include goods produced under the wretched conditions of North Korea, 
directly benefiting its reckless and dangerous regime. The State Department should 
go one step further: dissuading South Korea from expanding Kaesong. We shouldn’t 
bolster Pyongyang, including facilitating the release of its ill-gotten gains parked in 
Banco Delta Asia. 

South Korea has entered this agreement to get more competitive. Having built its 
impressive prosperity through trade. South Korea now faces increasing competition 
from its neighbors, some of the world’s most economically vibrant economies. Seoul 
has been liberalizing its economy at a quick pace, especially since its 1997 melt- 
down, but it knows it has to do more, gaining better access to the U.S. market, but 
also more freely accessing U.S. goods and services. This agreement does that, bene- 
fiting us, including many in my home state of California. It’s worth noting that Ko- 
rean tariffs will be lowered far more than U.S. tariffs, which are already low. 

The U.S. and South Korea have an important strategic relationship. U.S. troops 
are stationed on the Korean Peninsula for our mutual security. If we are honest 
though, in some ways this relationship has been off track. While this agreement ap- 
pears popular in South Korea now, anti-Americanism has been rising for years, and 
I don’t rule out the possibility of this ETA further stoking it, as IME-imposed re- 
forms brought resentment against us in 1998. There have been South Korean labor 
strikes against the agreement. The State Department should prepare outreach ef- 
forts to counter this opposition. I look forward to hearing how this agreement will 
advance our economic and strategic interests. 

Mr. Sherman. Thank you. Let me now yield to the vice chair of 
this subcommittee, Mr. Scott. 

Mr. Scott. Thank you very much, Mr. Chairman, and it is in- 
deed a pleasure to join you in this very important hearing. Free 
trade is very important to the continued progress of the American 
and world economy, but I must state out front that I truly believe 
that this agreement is what I would refer to as a bad deal for the 
United States. 

You know, many American industries have been negatively im- 
pacted by our failure to win concessions on labor standards in trade 
agreements, from steel to information technology services and even 
some textiles like Levi’s jeans. No greater American name is there 
than Levi jeans. And to think that now we do not even have one 
plant in this country manufacturing and producing Levi jeans. In- 
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dustry after industry after industry has fled, literally fled this na- 
tion with whom we have open trade policies but who themselves 
have lax wage and labor standards. 

Let me just pause for a moment because there is a reason why 
we are looked upon as the greatest country in the world. It is be- 
cause we have a great and dynamic free economy, and the corner- 
stone of that economy has been our standard of living. And our 
standard of living in this cornerstone has been our wage and labor 
standards. 

That is one of the reasons why people are willing to flock here, 
risk their lives to get here. Our immigration lines are just stag- 
gering with people wanting to get in this country because of our 
high standard of living, and our high standard of living is based 
upon very, very significant and important wage and labor stand- 
ards. 

The negative consequences of our one-sided trade agreements are 
no more evident than in my own congressional district in the state 
of Georgia where American automobile manufacturers such as Ford 
and General Motors have completely closed shop, completely closed 
shop. 

And what makes matters worse and very intriguing and very re- 
vealing in this hearing is not only have Ford and General Motors 
closed their auto shops in Georgia, these factories have been re- 
placed with Korean auto companies, Kia, but only after the state 
of Georgia bent over backwards to offer millions of dollars in tax 
breaks to locate there. That probably more than anything else 
points to the problem with this bill, with this trade agreement. We 
are certainly happy to have Kia in our state, but would not it be 
wonderful if we could have Kia in the state and Ford and General 
Motors? 

I am concerned that if the United States-Korea free trade agree- 
ment is ratified as written, this scenario will be repeated over and 
over again in communities all across this country. Now this is not 
to say that the United States and Korea free trade agreement is 
completely all bad news. It is not. But as I said, it is a bad deal. 

It would be a boon to Georgia’s agriculture sector because our ag- 
ribusiness is Georgia’s economic engine, and I hope that this free 
trade agreement is amended so that perhaps I can at least think 
about voting for it and aid the expansion of this industry. 

However, this agreement is a long way from being acceptable to 
me and I hope to many others, not only because of the auto indus- 
try’s concerns mentioned above but because of the issues sur- 
rounding the outward economic zones and the Kaesong Industrial 
Complex. I fear that treating goods produced in the Kaesong Indus- 
trial Complex as though they come from South Korea will funnel 
hard currency to a government that is rapidly pursuing nuclear 
weapons technology. 

In addition, this treatment could lead to the creation of other 
outward economic zones in the North and lead to further exploi- 
tation of the North labor force, which is not protected by strict 
labor rights. Thank you, Mr. Chairman. 

Mr. Sherman. Thank you. Now let me yield to the former chair 
of the Small Business Committee, a man who I hope has similar 
views on the concept of fast-track as he does on the concept of this 
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free trade agreement, a gentleman who understands these trade 
issues. Mr. Manzullo. 

Mr. Manzullo. Thank you very much, Mr. Chairman, for calling 
this important hearing on the United States-Korea free trade 
agreement. I look forward to hearing about the details of the agree- 
ment, but at 11:00, I have to leave because we are engaged in nego- 
tiations with the Chinese on the Interparliamentary Exchange on 
opening markets there. 

As the senior Republican of the Foreign Affairs Committee, Asia 
Pacific Subcommittee, I know that South Korea has proven itself 
over the years as a consistent friend and ally of America. The Ko- 
rean Ambassador, Mr. Lee, graciously visited the congressional dis- 
trict I am proud to represent less than a month ago, toured key in- 
dustries, and he also thanked our Korean War veterans for serving 
to protect his country almost five decades ago. He thanked them 
for making his country free. 

As a strong supporter of free trade and fair trade, I have voted 
for every free trade agreement since being elected in 1992. I believe 
that the free trade agreement is a win-win for all countries in- 
volved. Advancing free trade agreements is better than the alter- 
native, doing nothing or erecting barriers to imports. We should re- 
member the lessons of the Great Depression. Higher tariffs do not 
protect jobs. 

In fact higher trade barriers make the economy worse. Ninety- 
six percent of the world’s consumers live outside the United States. 
We must embark on an aggressive trade agenda to tear down the 
remaining barriers to our exports to where the customers are lo- 
cated. That is why I was encouraged that the United States 
launched and successfully concluded a historic market opening 
agreement with South Korea, our seventh largest trading partner, 
the eleventh largest economy in the world. In 2006, United States 
exports to Korea reached a record $32.5 billion, an increase of 17 
percent. Illinois exports to Korea totaled $631 million in 2006. Elec- 
tronic products and machinery, products that are made in the 16th 
congressional district, were the top Illinois exports to South Korea. 

The United States-Korea ETA would have a significant economic 
impact on both economies. There are many positive benefits in the 
agreement in the area of services, in particular, banking, insurance 
and express delivery, but there is a problem, a big problem, hope- 
fully not a fatal problem. I do not think the agreement goes as far 
as I would like. 

I am very disappointed that our negotiators did not leverage the 
ETA to prod more changes to the Korean auto market that have 
been subject to nationalistic pressure for years. I have heard many 
say that Koreans just do not like the vehicles that foreign manufac- 
turers produce, that the United States in particular does not make 
vehicles that Koreans want. 

I do not buy that argument. I know of at least one auto manufac- 
turer in the U.S. that has done an excellent job of adapting to 
international market forces in the design of their vehicles. That 
company is Chrysler, located in my congressional district, and just 
spent $.5 billion to upgrade to be a state-of-the-art auto manufac- 
turing facility. It is located in Belvidere, Illinois. It is geared to- 
ward exporting. It was retooled with exports in mind. 
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The Chrysler plant is one of the precious few automotive manu- 
facturers in the U.S. that produces right-hand drive vehicles for 
sale outside of North America. In 2005, roughly 18 percent of the 
vehicles produced at this plant were exported. In 2006, the Chrys- 
ler Belvidere plant began production of three of Chrysler’s best-sell- 
ing vehicles: The Caliber, the Dodge Caliber, Jeep Compass, and 
the Jeep Patriot, wonderful automobiles. The Koreans just love to 
drive them. They are just great cars. We would love to make more 
and sell them to Koreans. 

Now the Belvidere plant exports over one-third of its production 
outside of the U.S., in my opinion, Chrysler did an excellent job re- 
sponding to international market demand when they began produc- 
tion and sales of these best-selling vehicles. 

Let me give you a concrete example of my frustration with this 
Korean free trade agreement particular to automobiles. In 2006, 
the Belvidere plant exported 222 of these top-selling vehicles to 
New Zealand where they drive on the left side of the road and only 
102 to Korea. I have said 102 to Korea. This is astounding when 
taking into account that Korea’s auto market is 10 times the size 
of New Zealand’s. 

In 2006, Korean auto manufacturers exported over 750,000 vehi- 
cles to the United States alone, 750,000. At the same time, the 
total of all foreign cars exported to Korea is only 37,000, less than 
4 percent of the total Korean auto market. This is an issue not just 
affecting constituents I represent but every non-Korean automaker 
in the world. 

While some of the barriers to U.S. automakers have been ad- 
dressed in this FTA, many of the non-tariff barriers have been in- 
adequately addressed or not addressed at all, specifically the in- 
equality in tariff savings, engine displacement tax, environmental 
standards, self-certification of safety standards, insurance discrimi- 
nation for foreign autos and the methodology for determining the 
rules of origin. I think we have got a proWem here, folks, a big 
problem. Non-tariff barriers are nonsense. They are imposed for 
the very distinct purpose of keeping United States automobiles out 
of Korea, and they must go. And they were not addressed in this 
agreement. And I am one of the most ardent free traders in Con- 
gress. When I have problems with this, then you have really got 
a problem. 

Because Korea has a well-documented history of imposing non- 
tariff barriers, the agreement contains the auto tariff snap-back 
provision. Unfortunately the 25 percent tariff on Korean trucks is 
not included in this provision and somewhat to the leverage that 
the United States has to ensure that Korea honors its auto agree- 
ment is gone. Additionally, the snap-back provision sunsets in 10 
years. So even the limited leverage the U.S. retains to fight non- 
tariff barriers will be gone. 

In light of these concerns. Ambassador Bhatia, I was extremely 
disappointed, very disappointed, overwhelmingly disappointed by 
your quote in the National Journal where you said, “I do not think 
there is more that needs to be done in reference to autos.” Why do 
not you talk to me? Why do not you come to Congress or those of 
us that represent the auto industry that has been devastated by 
the loss of tens of thousands of jobs in the past 2 years? 
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I do not know who you are talking to, but you are certainly not 
talking to the representatives whose constituents are impacted by 
the fact that you have done nothing to penetrate the seal that 
Korea has placed around its country to not allow United States 
automobiles to come in. 

Apparently the Koreans are thinking the same thing. This just 
came out last night and we hear it at 3 in the morning. South 
Korea will not accept United States auto revisions. It will break 
the deal. Senior South Korean officials said Wednesday that Seoul 
will not accept any potential United States proposals to signifi- 
cantly revise auto trade provisions in the two nations’ pending bi- 
lateral free trade agreement. The Yonhap News Agency reported, 
“Renegotiation of auto provisions will not happen.” 

Lee Hye-min, South Korea’s deputy chief negotiator in free trade 
talks with the United States, was quoted, telling SPS Radio, “The 
renegotiation would only clarify some language in the labor and en- 
vironment provisions.” And listen to this. This is great timing. This 
is wonderful diplomacy. “If the U.S. requests South Korea to revise 
auto provisions, it would break the balance of current negotiation 
results,” Lee said. 

Well, in that sense, where is the fulcrum, and where is the bal- 
ance tipped? At this point, I have never seen a free trade agree- 
ment come under so much scrutiny not only from people who do 
not vote for free trade agreements traditionally but from among us 
free traders. These comments do not reflect the political reality 
here on Capitol Hill, and I fear they could be very unhelpful in see- 
ing this agreement ratified. 

The problem is this. Over the years, we have tried to mark down 
these non-market or these market barriers. We have been unsuc- 
cessful. Now if the Koreans were smart and they wanted this free 
trade agreement, they would have been showing due diligence and 
good faith over the past several years. But stubbornness and recal- 
citrance has replaced good common sense on the part of these good 
Korean people. And unfortunately our negotiators have not pushed 
far enough and deep enough in order to help out the U.S. auto- 
mobile industry. 

I can talk about beef cattle and the emphasis on Kaesong and 
other things in there, but I am just telling you. Ambassador 
Bhatia, this has got very, very serious problems, and you are going 
to get it from me continuously, because my congressional district 
in 1980 led the nation in unemployment at 25 percent as we were 
devastated. We lost 10,000 highly trained workers and hundreds of 
families. 

We are just crawling back. We are just at the point now where 
we have invested hundreds of millions of dollars into that congres- 
sional district, with over 2,500 factories that are involved not only 
in automobile production but aerospace and other types of manu- 
facturing. 

I want the people in the congressional district that I represent 
to be proud of this agreement. I do not want to have them second- 
guess me that I did something to endanger especially the auto pro- 
visions of it. Hopefully you can work out the beef issue as I have 
300,000 beef cattle in my congressional district also, including my 
very own small herd. So I look forward to the testimony. I look for- 
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ward, Ambassador Bhatia, to your going back and renegotiating 
this. I think we have got big problems. Ambassador Hill, thank you 
for being here. I know that you are in charge of that area of the 
world, though you did not do the negotiations, but you did a great 
job, a tremendous job. 

Mr. Sherman. Thank you. 

Mr. Manzullo. [Inaudible.] 

Mr. Sherman. Thank you. I did allow the gentleman from Illinois 
to go a bit beyond our usual time limit, but his district is so dra- 
matically affected by this agreement that I thought it a good use 
of discretion. 

Now the gentleman from Florida. 

Mr. Klein. Thank you, Mr. Chairman, and thank you for having 
this hearing today. I certainly agree and acknowledge a number of 
the issues. I happen to represent Florida now, but I grew up in 
Ohio and certainly have a lot of understanding of some of the 
issues that have been brought forward. [Inaudible] South Korea’s 
involvement in the Iranian energy sector. 

Specifically, according to the Department of Energy, in Sep- 
tember 2002, Iran signed a $1.6 billion contract with South Korea’s 
LG Construction to develop phases 9 and 10 of the South Pars gas 
fields. Multiple South Korean companies have planned deliveries of 
new oil tankers to the National Iranian Oil Company in 2008 and 
2009, including Samsung H.I., which is producing three ships, 
Hyundai H.I., producing three ships, Hyundai Samho, producing 
eight ships, and Daewoo S.B., producing and delivering three ships. 
These are all oil tankers directly relating to Iranian energy sector. 

I just believe it is very important in terms of the foreign policy 
of the United States and what we believe is in our best interest as 
well as many other countries around the world to deal with Iran 
in a very forceful way, and that is the purpose of the Iran 
Counterproliferation Act. 

And we would hope that our friends and allies around the world, 
particularly ones who we are considering serious trade implications 
with, that these foreign policy implications are taken seriously, 
that these relationships with the energy sector in Iran are consid- 
ered and managed in this trade policy and that we do not let South 
Korea undermine our national priorities. Iran is a dangerous re- 
gime, and its energy sector is fueling a nuclear program that could 
further destabilize the Middle East and have repercussions and 
consequences throughout the world. 

So please, Mr. Ambassador, I appreciate you being here today, 
both of you, and I hope that as we go forward that these issues are 
not only considered but are part of any free trade discussions. 
Thank you, Mr. Chairman. 

Mr. Sherman. I believe that is our last opening statement and 
was an excellent opening statement, and I hope those issues are 
addressed. I would now move to our first witness, knowing that the 
gentleman from Texas has indicated that he does not have an 
opening statement. 

Ambassador Bhatia has served as Deputy U.S. Trade Represent- 
ative since November 2005. In his current position, he is respon- 
sible for overseeing United States trade relations with East Asia 
and Southeast Asia. He also oversees U.S. Trade Representatives’ 
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management of environmental and labor issues. I hope very much 
that you have an opportunity to tell us not just the process that 
this agreement lays out but the likely economic results, and not 
just the benefit in the terms of exports and jobs created but also 
netted against imports and jobs lost. Ambassador. 

STATEMENT OF THE HONORABLE KARAN K. BHATIA, DEPUTY 

REPRESENTATIVE, OFFICE OF THE UNITED STATES TRADE 

REPRESENTATIVE 

Ambassador Bhatia. Thank you very much, Mr. Chairman. 
Chairman Sherman, Ranking Member Royce, and distinguished 
committee members, I am delighted to be able to join the sub- 
committee today, together with my colleague. Ambassador Hill, to 
discuss the United States-Korea Free Trade Agreement, or KORUS 
FTA. I would like to offer my complete statement for the record. 

Mr. Sherman. Without objection, both witnesses’ statements will 
be entered in full in the record. 

Ambassador Bhatia. Thank you. This is the most commercially 
significant free trade agreement the United States has imple- 
mented in nearly 15 years. The comprehensive trade agreement 
would eliminate tariffs and other barriers to trading goods and 
services, open South Korea’s agricultural market, promote eco- 
nomic growth in both countries and strengthen ties between the 
United States and South Korea. Just as importantly, it would bol- 
ster one of the United States’ most vital strategic relationships in 
an increasingly significant region of the world. 

I will defer to Ambassador Hill to describe the geopolitical impli- 
cations of the KORUS FTA and how the deal will serve to fortify 
the now 50-year-old alliance between the United States and South 
Korea, and I will focus my remarks on the economic and trade ben- 
efits of this historic agreement. 

From an economic perspective, Mr. Chairman, the KORUS FTA 
offers us an opportunity to grow our already significant bilateral 
trade and investment relationship with one of the world’s most di- 
versified and most vibrant economies. It has been said that choos- 
ing an FTA partner is like choosing a business partner. And with 
its fast-growing, dynamic economy and industries and its creative 
people. South Korea is precisely the kind of business partner the 
United States needs. 

Boasting an average annual growth rate of 4.6 percent over the 
past 6 years. South Korea is today the world’s eleventh largest na- 
tional economy, with a nominal GDP of nearly $1 trillion. With ap- 
proximately 49 million people, its per capita GDP last year was 
close to $20,000. South Korea is today the world’s thirteenth larg- 
est goods import market, our seventh largest goods trading partner 
and our seventh largest goods export market. 

And it is also one of our fastest growing major trading partners, 
with the growth of United States goods exports to South Korea in 
2006 at 17 percent and United States goods imports from South 
Korea growing, albeit at a substantially lower rate of 4.6 percent. 

Now just to place that relationship in perspective, the $78 billion 
in bilateral goods trade that we currently enjoy with South Korea 
is more than 70 percent of the total bilateral trade that we enjoy 
with all 10 trading partners with whom we have implemented 
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FT As since 2000, approximately $110 billion. And this is the case 
even though South Korea’s current average tariff for industrial 
goods is 7 percent — ours is approximately 3.5 percent — and for ag- 
ricultural products is 52 percent. Ours is approximately 12 percent. 
And those Korean numbers of course will decrease substantially 
under the FTA. 

So now with this background in mind, allow me if you would to 
touch just a minute on a few of the many benefits that I think U.S. 
companies, U.S. farmers, U.S. service providers and above all U.S. 
workers will stand to gain from the KORUS FTA. 

First, it would grant unprecedented access to the South Korean 
market. Under the agreement, nearly 95 percent of bilateral trade 
in consumer and industrial products becomes duty-free within 3 
years of the agreement’s entry into force, including key U.S. ex- 
ports such as electronic machinery and parts, auto parts, power 
generation equipment, most chemicals and medical and scientific 
equipment. 

U.S. farmers and ranchers, and. Congressman Scott, you obvi- 
ously referenced the enormous benefit that Georgia will obtain in 
the agricultural sector from this FTA, but it is not limited to Geor- 
gia. It is nationwide. Our farmers and ranchers would benefit from 
the fact that more than half of current United States farm exports 
to South Korea, exports that currently face an average duty of 52 
percent, will become duty-free immediately. 

It contains an unprecedented package of provisions designed to 
ensure that United States automakers can compete in South Korea 
on a level playing field. Again, we can address this at greater 
length in the Q&A session, but the agreement would have the ef- 
fect of immediately eliminating tariffs on United States auto- 
mobiles, addressing the tariff barriers and requiring South Korea 
to address the non-tariff barriers that have precluded to date 
United States companies from gaining a greater share of the Ko- 
rean market, including requiring Korea to overhaul its system for 
taxing cars based on engine displacement, addressing emissions 
standards. 

And all of this would be backed up by an innovative and unprece- 
dented dispute settlement process that will serve as a powerful de- 
terrent to any violation of the FTA’s auto-related provisions. 

Moving on, it provides substantial benefits for U.S. investors by 
establishing a stable legal framework that will protect all forms of 
investment. U.S. service suppliers, as the ranking member has 
mentioned and Congressman Manzullo has mentioned, stand to 
gain significantly from this agreement. 

Mr. Sherman. You are about a minute over. If you could just 
wrap up. 

Ambassador Bhatia. Okay. In the area of intellectual property 
rights, Mr. Chairman, the agreement provides significantly en- 
hanced standards for protection. So there are substantial gains 
throughout the FTA for American stakeholders. 

You asked, Mr. Chairman, that I address the subject of benefits. 
I will point you to studies that have been done widely by everyone 
from the University of Michigan, the Institute of International Eco- 
nomics, many others, suggesting that the potential income gains to 
the U.S. economy from the KORUS FTA range from $17 billion to 
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$43 billion. It is of course no surprise that it has obtained the sub- 
stantial support from a diverse set of stakeholders. Again, I point 
you to my written testimony. 

Let me lastly in the time remaining then, Mr. Chairman, make 
reference to the importance of this agreement to our trade strategy 
in East Asia. I am happy to deal with this in questions, but I think 
it would be remiss for me not to point out that without the ap- 
proval of this agreement, we will be substantially disadvantaged, 
Mr. Chairman, in our dealings with our trading partners through- 
out Asia, including strategically with many important competitors, 
China and others. Thank you. 

[The prepared statement of Ambassador Bhatia follows:] 

Prepared Statement of the Honorable Karan K. Bhatia, Deputy 
Representative, Office of the United States Trade Representative 

introduction 

Chairman Sherman, Ranking Member Royce, and distinguished committee mem- 
bers, I am delighted to be able to join the Subcommittee today, together with my 
colleague Ambassador Hill, to discuss the United States-Korea Free Trade Agree- 
ment (or KORUS FTA). 

On April 1, the United States and South Korea successfully concluded negotia- 
tions on the KORUS FTA, an agreement that if approved by Congress, would rep- 
resent the most commercially significant FTA the U.S. has implemented in nearly 15 
years. This comprehensive trade agreement would eliminate tariffs and other bar- 
riers to trade in goods and services, open South Korea’s agriculture market, promote 
economic growth in both countries, and strengthen economic ties between the 
United States and South Korea. Just as importantly, the KORUS FTA would bolster 
one of the United States’ most vital strategic relationships in an increasingly signifi- 
cant region of the world. 


BENEFITS OF KORUS FTA 

I will defer to Ambassador Hill to describe the geopolitical implications for the 
KORUS FTA and how the deal will serve to fortify the 50-year alliance between the 
United States and South Korea. I will focus my remarks today on the economic and 
trade benefits of this historic Agreement. 

From an economic perspective, the KORUS FTA offers us an opportunity to grow 
our already significant bilateral trade and investment relationship with one of the 
world’s most diversified and vibrant economies. It has been said that choosing an 
FTA partner is like choosing a business partner. With its fast-growing, dynamic 
economy and industries and its creative people. South Korea is precisely the kind 
of business partner America needs. 

Boasting an average growth rate of 4.6 percent over the past six years. South 
Korea is the world’s 11th largest national economy, with a nominal GDP of nearly 
$1 trillion. With a population of approximately 49 million people. South Korea’s per 
capita GDP last year was close to $20,000. South Korea is today the world’s 13th 
largest goods import market, the United States’ seventh largest goods trading part- 
ner, and our seventh largest goods export market. Korea is also one of our faster 
growing major trading partners, with growth of U.S. goods exports to South Korea 
in 2006 at 17 percent and U.S. goods imports from South Korea at almost 4.6 per- 
cent. 

Just to place that relationship in perspective, the $78 billion in bilateral goods 
trade we currently have with South Korea is more than 70 percent of the total bilat- 
eral trade that we enjoy with all 10 trading partners with whom we have imple- 
mented FTAs since 200() ($110 billion). And, this is the case even though South Ko- 
rea’s current average tariff for industrial goods is seven percent and for agricultural 
products is 52 percent, numbers that will decrease substantially under the FTA. 

With this background in mind, allow me to touch for a minute on just a few of 
the many benefits U.S. companies, workers, farmers, and service providers stand to 
gain from the KORUS FTA: 

• The KORUS FTA would grant unprecedented access to the South Korean 
market. Under the Agreement, nearly 95% of bilateral trade in consumer and 
industrial products becomes duty-free within three years of the Agreement’s 
entry into force, including key U.S. exports such as electronic machinery and 
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parts, auto parts, power generation equipment, most chemicals, and medical 
and scientific equipment. 

• U.S. farmers and ranchers would benefit from the fact that more than half 
(or $1.6 billion based on 2003-2005 numbers) of current U.S. farm exports to 
South Korea will become duty-free immediately, including high value agricul- 
tural products such as almonds, pistachios, wine, and cherries. For many 
other key agricultural goods, such as pork and citrus products, the KORUS 
FTA will provide unparalleled access to the South Korean market and its 
prosperous consumer base. 

• The KORUS FTA contains an unprecedented package of provisions designed 
to ensure that U.S. automakers can compete in South Korea on a level play- 
ing field. Besides immediately eliminating tariffs on most U.S. priority auto- 
mobiles, the Agreement would require South Korea to overhaul its system for 
taxing cars based on “engine displacement” by reducing existing tax rates and 
eliminating the discriminatory aspects of key taxes. In addition, the FTA ad- 
dresses current emissions and automotive safety standards that U.S. industry 
has identified as priorities to ensure that technical standards do not preclude 
U.S. automotive manufacturers from accessing the South Korean market. Per- 
haps most significantly, U.S. automakers would be protected by an innovative 
and unprecedented dispute settlement process that will serve as a powerful 
deterrent against any violations of the FTA’s auto-related provisions. This en- 
hanced dispute settlement process will cut in half the time for disputes to be 
addressed and includes a “snap-back” provision that will allow us to suspend 
our tariff concessions on South Korean imports of passenger cars if Korea is 
found to have violated, nullified, or impaired an auto-related FTA commit- 
ment. 

• For U.S. investors operating in South Korea, the KORUS FTA establishes a 
stable legal framework that will protect all forms of investment. Under nearly 
all circumstances, U.S. investors will enjoy the right to establish, acquire, and 
operate investments in South Korea on equal footing with local investors, and 
investor protections will be backed by a transparent, binding international ar- 
bitration mechanism. In short, I believe it is fair to say that the investment 
protections in this Agreement are as strong as those in any U.S. FTA to date. 

• U.S. services suppliers also stand to gain significantly from this Agreement. 
Korea has vastly improved upon its WTO commitments in this FTA, pro- 
viding meaningful market access commitments across virtually all major serv- 
ices sectors. In particular, Korea provided greater and more secure access to 
international delivery services and charted a course for future reform of do- 
mestic delivery services. South Korea also made particular strides on legal 
services, opening up for the first time to foreign legal consulting. 

• In the area of telecommunications services, U.S. suppliers will benefit from 
South Korea’s agreement to permit U.S. -controlled companies to own 100 per- 
cent of South Korean telecommunications operators within two years. 

• The KORUS FTA goes further than any prior U.S. FTA in securing benefits 
for U.S. financial services providers in areas such as market access, trans- 
parency, and due process. In addition. South Korea has agreed under the FTA 
to begin the process to ensure that the same rules and regulations apply to 
Korea Post as apply to private insurers. 

• In the area of intellectual property rights, the Agreement provides signifi- 
cantly enhanced standards for protection and enforcement of a broad range 
of intellectual property rights, including trademark-, copyright-, and patent- 
related provisions and will provide effective -protection and enforcement for 
emerging technologies. 

Indeed, these are but a few of the many sectors in which benefits were secured 
for U.S. stakeholders in the course of the KORUS FTA negotiations. Substantial 
gains were also netted in areas including pharmaceuticals, electronic commerce, 
government procurement, standards, and competition. In addition, the Agreement 
will provide for important improvements in transparency and due process in South 
Korea, including through the most advanced transparency obligations in any U.S. 
FTA to date, which will benefit U.S. companies trading with South Korea across the 
board. 

These benefits, and the many that I have not had time to provide details on here, 
will generate significantly improved market access for U.S. companies. Con- 
sequently, U.S. exports can be expected to grow appreciably as a result of the Agree- 
ment. And, studies published by the University of Michigan, the Institute of Inter- 
national Economics and the U.S. International Trade Commission, among others. 
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have estimated that the potential income gains to the U.S. economy from a KORUS 
FTA range from $17 billion to $43 billion. 

With this in mind, it is important to note that the outcome of KORUS FTA nego- 
tiations has been roundly lauded by many business groups. Statements of support 
for this deal have come from a diverse set of stakeholders, from the National Asso- 
ciation of Manufacturers to the Recording Industry Association of America, from the 
American Council of Life Insurers to the National Pork Producers Council, from the 
Coalition of Services Industries to the Electronics Industry Alliance — all of which 
embrace the enormous commercial potential of this Agreement and recognize its sig- 
nificance to American businesses, farmers, ranchers, and workers. 

THE IMPORTANCE OF THE KORUS FTA TO THE U.S. COMMERCIAL POSITION IN EAST ASIA 

Not only will U.S. stakeholders benefit from increased market access provided by 
the FTA, the Agreement is important to our trade position and strategy in East Asia 
as a whole. The FTA will offer American companies a preferential advantage vis- 
a-vis competitors in the South Korean market, at a time when many of our global 
competitors are actively seeking to “lock-up” East Asia’s fast growing economies into 
trading relationships that would exclude the United States. It is worth reflecting on 
this trend. 

Today, there are some 19 free trade agreements in force among members of the 
Asia Pacific Economic Cooperation (APEC) forum, and many more either under ne- 
gotiation or consideration across Asia. 

• China already has an FTA with Association of Southeast Asian Nations (or 
ASEAN) that covers goods, and a comprehensive services FTA between the 
two parties will enter into force in July. In addition, the Chinese are actively 
negotiating or have proposed FTA discussions with South Korea, Japan, 
India, Australia, New Zealand, the GCC, Pakistan, and the South African 
Customs Union, among others. 

• Japan has concluded FTAs with Singapore, Malaysia, and the Philippines, 
and is considering engagement with the major players within Asia, including 
South Korea. 

• India has implemented FTAs with Thailand, Singapore, and Sri Lanka, and 
is actively entertaining discussions with the region’s larger economies. 

• Demonstrating that the interest in establishing trade deals in Asia is not lim- 
ited to the region itself, the EU launched FTA negotiations with South Korea 
on May 6, 2007 and is actively courting partners that include China, India, 
and ASEAN. 

• We are witnessing efforts to construct an exclusive Asian regional free trade 
bloc — so-called ASEAN -h 3 or -i6 arrangements. 

A number of these FTAs unfortunately do not constitute high standard, com- 
prehensive agreements of the type that the United States has negotiated. However, 
they do afford preferential trading positions to the companies of these countries and 
have the effect of placing U.S. businesses, workers, and farmers at a relative dis- 
advantage in accessing fast-growing East Asian markets. This web of agreements 
also has the potential to encourage U.S. companies seeking to compete in these mar- 
kets to relocate production to those countries. 

Against this backdrop, the KORUS FTA takes on added significance. To date, the 
United States has concluded two FTAs in this critical region — with Singapore and 
Australia, important but smaller economies. A successful FTA with South Korea 
could provide an important boost to U.S. efforts to remain an active economic pres- 
ence in a strategically vital region that last year accounted for over 37 percent of 
total world GDP, 26 percent of global trade flows, and 29 percent of U.S. exports. 
A KORUS FTA would establish a model that we believe could be replicated with 
other Asian economies and could help us expand trade liberalization throughout the 
region. 

By contrast, any lessening of focus that results in our inability to complete agree- 
ments with major emerging-market economies like South Korea could have unfortu- 
nate consequences. It would likely result in a shift of the region’s attention away 
from strengthening their relationships with the United States to doing deals with 
other major trading partners. 


CONCLUSION 

Members of the Committee, I submit to you that we have reached an agreement 
with South Korea of great economic and political significance to our country. In the 
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next few weeks we plan to finalize and execute the Agreement, and in due course, 
submit it to Congress. 

From an economic standpoint, the potential benefits of the KORUS FTA to Amer- 
ica’s workers, farmers, manufacturers, and service suppliers are undeniable. The 
KORUS FTA will certainly add to the track record of significant growth in U.S. ex- 
ports and gains in U.S. export share produced by the United States’ recent FTAs. 
Politically, successful implementation is further evidence that a U.S. -South Korea 
bilateral relationship once centered solely on defense has evolved into one of the 
most dynamic economic partnerships on the globe. The KORUS FTA is the next step 
in broadening and modernizing a strategic alliance with a critical ally that is a vital 
force for stability at a time of change and challenge on the Korean peninsula and 
in the broader Northeast Asia region. 

Thank you. 

Mr. Sherman. Secretary Hill, we will hear from you for 5 min- 
utes. We will not count the Ambassador’s 2 V 2 minutes over against 
your time. 

Ambassador Bhatia. Thank you. 

STATEMENT OF THE HONORABLE CHRISTOPHER R. HILL, AS- 
SISTANT SECRETARY, BUREAU OF EAST ASIAN AND PACIFIC 

AFFAIRS, U.S. DEPARTMENT OF STATE 

Mr. Hill. Thank you very much, Mr. Chairman. It is a great 
pleasure to address this committee and to deal with some of the 
foreign policy implications of this United States-Korea Foreign 
Trade Agreement. 

The United States’s relationship with the Republic of Korea is 
changing and it is growing into a very mature, healthy and bal- 
anced partnership, and we believe one of the greatest examples of 
the strength of this relationship is precisely this recently concluded 
United States-Korea Free Trade Agreement. 

While the agreement achieves many of our economic goals, it is 
important to note that the impact of this FTA will go far beyond 
bilateral commercial benefits. It is an agreement that will be a 
powerful symbol of our partnership with the Republic of Korea. It 
will augment our longstanding bilateral security alliance and the 
robust ties between our two peoples. It will create a new dynamic, 
reflecting both the growing sophistication of our relationship with 
the Republic of Korea’s increasingly positive global role. 

It will strengthen our relationship with one of our most impor- 
tant and reliaWe allies, serving as a pillar for our alliance in the 
21st century as our mutual defense treaty did during the last half 
of the century. It will decisively anchor the U.S. presence in this 
most dynamic and rapidly growing economic region in the world. 

I will let my colleague. Ambassador Bhatia, who oversaw the ne- 
gotiation of this agreement, including through several sleepless 
nights in Seoul leading up to the April 1 conclusion, explain the 
benefits of the FTA for United States commercial interests and for 
our global trade liberalization strategy, and they are significant. 

I will focus my remarks on the agreement’s foreign policy impli- 
cations. But, Mr. Chairman, before I do that, I have heard from a 
number of your colleagues a concern about United States autos, 
and I want to say that when I was serving in Korea as Ambassador 
and in fact in October 2004, a Chrysler representative came to me 
and asked if I would host a Chrysler auto show on the front lawn 
of the residence. And I made sure that other U.S. manufacturers 
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understood that if they wanted to do that, I would do the same for 
them. 

And so I had several Chrysler models in front of the residence 
on the lawn. And we invited a lot of Korean press, a lot of prospec- 
tive Korean buyers there. And in talking to them, the big problem 
they had with our cars were precisely problems created by their 
own government, taxes and tariffs, because they liked these Chrys- 
ler models. We had the 300M there. We had the Chrysler Cross- 
Fire, a couple of other models, unfortunately not the ones that Con- 
gressman Manzullo mentioned from his district. And there was a 
lot of interest in them. The problem was taxes and tariffs, and that 
is precisely the problem that this FTA will be able to deal with. 

Let me get back to some of these foreign policy issues. First of 
all, this FTA will strengthen this partnership, and it will ensure 
that while we have long been very much focused on defense ties, 
we are going to maintain or make sure that this partnership con- 
tinues in the future and is going to do it at a time of change and 
challenge on the Korean Peninsula and the broader Northeast 
Asian region, the concrete proof to Korea that we are committed to 
broadening and modernizing our alliance. 

Over the years, our relationship with Korea has been tested in 
many ways, but I have always been optimistic about it because I 
have always seen the real benefits of a strong relationship between 
the U.S. and the ROK. The two countries are bound by shared in- 
terests, shared values, underpinning the long-term commitment of 
both our peoples to making this relationship work. 

Korea is not just a regional power anymore. It is growing in glob- 
al importance. Korean people are active all over the world. They 
are great travelers. They are students. They are tourists. They are 
diplomats, missionaries. Korean companies are major investors in 
many economies all over the world. And more and more our rela- 
tionship with Korea is characterized as a multifaceted, cooperative 
partnership in the world. 

Korea is the third largest contributor of troops to the forces in 
Iraq. It has played an important role in Afghanistan as well. And 
when Secretary Rice meets with her Korean counterpart. Foreign 
Minister Song Min-Soon, they talk not only about the issues on the 
Korean Peninsula but also about the Middle East, climate change, 
spread of democracy and other global interests. 

We worked hard to modernize our security relationship in Korea. 
We have realigned our troops to make sure they are placed and 
equipped most intelligently to deter any thought of aggression, and 
I think we are doing that pretty effectively. We have worked very 
closely with the ROK in the Six-Party Talks to deal with the North 
Korea nuclear problem. If you have any questions about that, I 
would be happy to deal with that during this hearing. 

I will say that this relationship, this core US-Korean FTA, 
strengthens our ties to a good friend. I had the privilege of serving 
in Korea in 1987 when the democracy movement sprang up. It is 
very heartening indeed to see what has happened to democracy in 
the Republic of Korea. It is really one of the strongest democracies 
in the region, and we want to stay very close. 

It has a great story to tell in terms of its economy, and very im- 
portantly its economy has been spread to a very strong middle 
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class, good income distribution. So it is precisely the kind of econ- 
omy that our goods and services I think can do very well in. So 
thank you very much, Mr. Chairman. I look forward to answering 
your questions and those of your colleagues. 

[The prepared statement of Mr. Hill follows:] 

Prepared Statement of the Honorable Christopher R. Hill, Assistant Sec- 
retary, Bureau of East Asian and Pacific Affairs, U.S. Department of 
State 


INTRODUCTION 

The United States’ relationship with South Korea is changing and growing. It is 
transforming into a mature, healthy and balanced partnership. One of the greatest 
examples of the dynamism in our bilateral relationship is the recently concluded 
United States-South Korea Free Trade Agreement (or KORUS FTA). 

While the agreement achieves many of our economic goals, it is important to note 
that the impact of this FTA will go far beyond bilateral commercial benefits. The 
KORUS FTA is a powerful symbol of the U.S. -South Korea partnership, augmenting 
our longstanding bilateral security alliance and the robust ties between the South 
Korean and American people. It will create a new dynamic, reflecting both the grow- 
ing sophistication of our relationship, and the Republic of Korea’s (ROK) increas- 
ingly positive global role. It will strengthen our relations with one of our most im- 
portant and reliable allies, serving as a pillar for the alliance in the 21st century 
as the mutual defense treaty did during the last half century. And it will decisively 
anchor the U.S. presence in the most dynamic and rapidly-growing economic region 
on the globe. 


benefits of KORUS FTA 

I’ll let my colleague Karan Bhatia, who oversaw the negotiation of this historic 
agreement, including through several sleepless nights in Seoul leading up to our 
April 1 conclusion of the deal, explain the benefits of the KORUS FTA for U.S. com- 
mercial interests and our global trade liberalization strategy — which are significant. 
His familiarity with the details of the agreement far exceeds my own. Instead, I will 
focus my remarks on the agreement’s foreign policy implications. 

First, the KORUS FTA will strengthen the U.S.-South Korea partnership. It will 
help ensure that the U.S. partnership with South Korea, long centered on defense 
ties, remains a vital force for stability at a time of change and challenge on the Ko- 
rean peninsula and in the broader Northeast Asian region. It will be concrete proof 
to South Korea that we are committed to broadening and modernizing our alliance. 

Over the years, the U.S. relationship with South Korea has been tested in many 
ways. But I’ve always been optimistic about it, because I always have seen the real 
benefits of a strong relationship between the U.S. and the ROK. Our two countries 
are bound by shared interests and shared values, underpinning the long-term com- 
mitment of both Americans and Koreans to making the relationship work. 

South Korea is a country that is not just a regional power, but it’s growing in 
global importance. Korean people are active all over the world as students, dip- 
lomats and missionaries, and South Korean companies are major investors in many 
economies. More and more, our relationship with South Korea is growing to be a 
multi-faceted, cooperative partnership for a more closely knit world. 

South Korea is the third-largest contributor of troops to the coalition forces in 
Iraq and has played an important role in Afghanistan as well. Nowadays when Sec- 
retary Rice meets with her ROK counterparts, they talk not just about the situation 
on the Peninsula, but also about the Middle East, climate change, the spread of de- 
mocracy and other global issues of shared concern. 

We’ve been working hard lately on modernizing our security relationship with 
South Korea. We are realigning our troops to make sure that they are placed and 
equipped most intelligently to deter any thought of aggression by North Korea. I 
think we’re doing that very effectively. 

We’ve also been working very closely with our friends from the ROK in the Six- 
Party Talks to deal with the issue of North Korea’s nuclear program. Ultimately, 
as we move forward in the six-party process, it’s very important that we move be- 
yond denuclearization in North Korea to try to create stronger multilateral mecha- 
nisms for problem-solving in the region and for developing a greater sense of com- 
munity in the region. I think in this regard. South Korean and U.S. interests are 
very much aligned. 
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Second, the KORUS FT A strengthens our ties to a good friend that has done good 
things. I had the privilege of serving in South Korea in 1987 and witnessed the flow- 
ering of democracy there. I then went back as Ambassador in 2004 to see what had 
happened since. It is really quite an inspiration for all of us who believe that democ- 
racy is the wave of the future. South Korea has shown the way and become an ex- 
ample for political reform in many parts of the world, especially in Asia. 

The FTA will also provide a boost to the steady progress that South Korea has 
made on economic reform in the last decade. South Korea is one of the world’s great 
success stories in terms of achieving broad prosperity through commitment to a 
market economy and openness to global trade. By liberating the vitality of its citi- 
zens and exposing them to international competition, South Korea has gone from 
being one of the world’s poorest countries at the end of the Korean War to a vibrant 
democracy, a member of the OECD with a per-capita GDP approaching $20,000. 
South Korea also has strong labor laws and environmental protections. All this 
makes South Korea an excellent trading partner for the United States. 

Along with our expanding trade ties, I should also point out the very substantial 
people-to-people ties between our two countries. There are now over two million 
Americans of Korean descent living in the United States. They have had a huge 
positive impact on our country and continue to provide a vital and unique link be- 
tween the two nations. U.S.-ROK academic ties have also blossomed; in 2006, more 
than 58,000 South Korean students studied in the U.S., and South Korean students 
are now the third largest group of foreign students in the U.S. The FTA has the 
potential to join our two countries together even more closely. 

Third, the KORUS FTA will anchor our strategic economic position in East Asia. 
East Asia and the Pacific region are undergoing a wave of economic integration, 
with countries binding themselves closer together through steady progress in liber- 
alization of trade and investment. Several plurilateral free trade agreements are in 
play, and some 19 free trade agreements have gone into force between Asia-Pacific 
Economic Cooperation (APEC) economies, with at least an equal number of future 
agreements under negotiation or exploration. The United States has participated as 
a leader via our gold-standard FTAs with Australia and Singapore. Ratification of 
the KORUS FTA will further cement U.S. leadership in the dynamic Asian region 
and debunk critics who falsely complain that we’ve neglected this part of the world. 

South Korea, like the United States, has taken an aggressive approach toward 
binding trade liberalization. It has completed FTAs with Chile and the European 
Free Trade Area (EFTA) and is working on a second phase of negotiations with five 
of the ten ASEAN countries (having already completed a framework and trade in 
goods agreement). South Korea is also in the final stages of FTA negotiations with 
Canada, negotiating an agreement with India, just starting negotiations with the 
EU, and is studying the feasibility of launching an FTA with China. Negotiations 
with Japan have been on hold the last two years, but it is possible they could be 
revived. Thus, by ratifying the KORUS FTA, our firms will enjoy a competitive ad- 
vantage in South Korea — ^Asia’s third-largest economy — ahead of others. On the 
other hand, if we fail to ratify, we will not just stand still, we will move backwards. 

Fourth, and finally, the KORUS FTA will give impetus to global trade liberaliza- 
tion: By demonstrating that two large, advanced economies can conclude a high- 
quality agreement eliminating both tariff and non-tariff barriers to trade and invest- 
ment, the KORUS FTA could help spur further trade liberalization both within the 
Asia-Pacific region and globally. It will send a signal to our other trading partners, 
encouraging them to open their economies and creating a competitive dynamic that 
would spur more rapid progress on the multilateral trade liberalization front. 

CONCLUSION 

The impact of this FTA will go far beyond bilateral commercial benefits. It is a 
powerful symbol of the U.S. -South Korea partnership, augmenting our longstanding 
bilateral security alliance and the robust ties between the South Korean and Amer- 
ican people. It will create a new dynamic, reflecting both the growing sophistication 
of our bilateral relationship and the Republic of Korea’s increasingly positive role 
in the world. 

Thank you for the opportunity to appear before the Subcommittee. I am happy 
to answer your questions. 

Mr. Sherman. Ambassador, your presentation was enlightening 
in one respect you may not have intended. I have often said that 
our State Department and even its very brightest and most capable 
people are less attuned to trade issues than the foreign ministries 
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of other governments. Perhaps you did not realize that that Cross- 
Fire that you displayed was over 90 percent European-made. 

Clearly it is to the benefit of the Daimler-Chrysler company that 
they sell such cars in Europe, but I assure that no European am- 
bassador would have had a 90 percent American-made car on the 
front lawn of their Embassy. I hope that our State Department be- 
comes more attuned to the trade balance. 

And, Mr. Bhatia, or Ambassador Bhatia, is there a single pub- 
lished study that says that the free trade agreement with South 
Korea will lead to a diminution in the net United States-South 
Korea trade deficit? That was a yes or no question. 

Ambassador Bhatia. Mr. Chairman, it is impossible, it is impos- 
sible to prior to an ETA going into effect make any assessment as 
to whether deficits will increase or decrease. 

Mr. Sherman. The Korean ministry that you cite in your testi- 
mony has undertaken to do exactly that. 

Ambassador Bhatia. No, Mr. Chairman. 

Mr. Sherman. They did not predict a roughly $750 million in- 
crease in the trade deficit over the next 10 years? 

Ambassador Bhatia. Mr. Chairman, I am not going to make as- 
sessments as to who has said what. What I am telling you is that 
what the theory of the ETA is as you well know is to lower bar- 
riers, tariff and non-tariff barriers, on both sides. That is what this 
agreement does. It does it by addressing that Korean tariffs happen 
to be much higher than ours. 

Mr. Sherman. Sir, I am going to reclaim my time. I simply asked 
you whether there were any published studies. You told me that 
there are none, and you have tried to say that there could be none. 

I would say, especially all of us in Congress say, that we ought 
to run government more like a business. I cannot imagine coming 
into a Wsiness boardroom and saying this is the deal. We do not 
know whether it is going to cost us money or make us money. Let 
us sign on the dotted line because it is a good process. 

But let us focus now on how the agreement has the loophole to 
allow this Trojan horse of North Korean-made goods come into the 
United States. You are very familiar with this agreement. So there 
is the Annex 22-C process. But assume long before the committee 
even meets, long before 22-C becomes operative in any way the 
North Korean Government grants a few scintillas of sovereignty 
over the Kaesong acreage to the South Korean Government. 

At that point, if the administration in its own wisdom without 
consulting Congress of course decides that that constitutes South 
Korean sovereignty over that acreage, are those goods entitled to 
entry into the United States under this agreement? 

Ambassador Bhatia. Mr. Chairman, the issue is very simple. 
There is no coverage of North Korean goods in this agreement. 

Mr. Sherman. Does not the agreement clearly state that what- 
ever part of Korea where the South Korean Government exercises 
sovereignty, those goods can come into the United States, or are 
you denying that those words are in the agreement? 

Ambassador Bhatia. I am making clear that what the agreement 
provides under the rules of origin, which is Chapter 6, which is 
consistent with all of the other FTAs that we have done, is 
that 
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Mr. Sherman. Excuse me, sir. But this ETA is with a country 
that claims constitutionally to exercise control over the entire Ko- 
rean Peninsula. None of our other ETA partners claim constitu- 
tional authority over territory ruled by an axis of evil power. 

Ambassador Bhatia. Perhaps, Mr. Chairman, it would help if I 
could point you to Footnote 2 in Chapter 6 of the ETA, which 
makes quite clear that “a natural person who is domiciled in the 
area north of the military demarcation line on the Korean Penin- 
sula shall not be entitled to benefits under this agreement.” 

Mr. Sherman. Okay. So it has to be made by a South Korean 
company. Now you said a person, the person doing the exporting 
is the corporation, and that is a South Korean corporation oper- 
ating. The person is the exporter, not the worker. 

Ambassador Bhatia. This is what I am trying to get to, and per- 
haps I could just finish the explanation. The good needs to comply 
with standards’ rule of origin, which means that it is produced in 
the territory of South Korea, in South Korea. 

Mr. Sherman. The territory of South Korea? 

Ambassador Bhatia. It is clearly established. It clearly under- 
stood under international the territory of South Korea is what we 
currently consider the territory of South Korea. It is not Kaesong. 
It is not north of it. And indeed, Mr. Chairman, I would suggest 
that the remarks that you have quoted from the trade ministers 
recognize, explicitly recognize, that the products have to be made 
in South Korea. That is standard international practice, standard 
trade law. I really would submit to you, Mr. Chairman, there is not 
an issue here. 

Mr. Sherman. Could you address how the definition of what is 
South Korea would be altered by slight changes in who exercises 
authority in various elements of sovereignty over the acreage in 
Kaesong? You have simply assumed that the armistice line is the 
upper limit or the northern limit of what could ever be South Ko- 
rean sovereignty. In doing so, you have twisted the agreement and 
ignored the South Korean Constitution. 

Ambassador Bhatia. I would respectfully submit not, Mr. Chair- 
man. You are hypothesizing a situation in which basically terri- 
torial boundaries as we currently understand them disappear or 
move somehow, and that is not what is contemplated by the par- 
ties. It is clearly not what a dispute settlement panel would con- 
template. 

Believe me, Mr. Chairman, we are as sensitive to this issue as 
anybody for the reasons that Ranking Member Royce mentioned. It 
is not our intention, as clearly laid out in this agreement, to benefit 
them. There is not a loophole here, I am quite confident. 

Mr. Sherman. Let me just end by saying you have drafted an 
agreement with a loophole that you could drive a Trojan horse 
through. This is the loophole plug. You can take your hand at 
drafting another one. When you draft the statute, you either have 
a plug for this loophole or you will say, oh, it is unnecessary. And 
when someone asserts that they do not have to put something in 
writing, clearly and absolutely that is when it needs to be in writ- 
ing. 

With that, let me yield to Mr. Royce. 
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Mr. Royce. Thank you, Mr. Chairman. Again, it seems to me 
that Congress would have to approve any panel recommendation. 
And again, I think it is worth noting that Korean tariffs will he 
lowered far more than United States tariffs, which are already low. 
We need to keep that in mind. 

I was going to ask Deputy Trade Representative Bhatia some 
have called for the renegotiation of parts of this agreement. Last 
week the South Korean Foreign Minister said that renegotiation 
was impossible. 

Ambassador Bhatia. Thank you. Ranking Member, and I cer- 
tainly concur with both of your initial points. Under Annex 22-C, 
clearly any inclusion of outward processing zones or goods will re- 
quire reapproaching Congress, coming back in the event that that 
would ultimately occur. And I very much agree that balance of the 
benefits here in terms of tariff reduction favors the United States 
simply given where Korea’s tariffs are versus where ours are. 

With respect to the issue of renegotiation, the comments that 
were being made that you were pointing to I think refer largely to 
changes to labor and environmental provisions in the agreement. 
Again, to put this in broader context, there was, as you know. Con- 
gressman Royce, a bilateral, a bipartisan, excuse me, agreement 
reached between House Democrats, House Republicans and mem- 
bers of the Senate that really crafts a new way forward for trade 
agreements, including the Korea trade agreement. 

And so we have approached our Korean counterparts, explaining 
to them that with this new bipartisan agreement, there is the op- 
portunity to capture great bipartisan support we believe for the 
Korea FTA. The Korean Government has indicated that they are 
not looking to reopen, by which we mean change substantive bal- 
ance of benefits terms, market access terms. 

We do believe that in due course, when we are able to present 
them text of labor/environmental provisions, they will appreciate 
that there is not a change in the balance of the benefits here and 
that we will be able to secure those provisions. 

Mr. Royce. There is going to be an International Trade Commis- 
sion study on this issue of economic advantages. 

Ambassador Bhatia. Absolutely. Absolutely. 

Mr. Royce. Let me shift off of this question of the free trade 
agreement onto another subject that has nothing to do with the 
free trade agreement. I will go over to Assistant Secretary Hill. You 
and I differ for one on facilitating the return to North Korea of the 
$25 million in Banco Delta Asia. I want to focus on North Korea’s 
so-called legitimate activities that has a lot to do with the Kaesong 
Industrial Complex, which I do not think is impacted by this agree- 
ment at all. 

But Kaesong and [inaudible] and these other projects, these 
other [inaudible] which we know is one of the most repressed Mt. 
Kumgang one that appears to many to be determined to advance 
its nuclear weapons program despite your efforts. As you know, the 
North Korean Government derives hard currency from that project, 
leases and fees, surcharges, levies on North Korean wages which 
are paid. The North Korean Government is repaid basically in hard 
currency. 
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So the government is the beneficiary of a large part of the pay- 
ments. Kaesong is a hard currency generator for the North Korean 
regime. I was going to ask you if you view that as a concern or not. 

Mr. Hill. Well, certainly the purpose of Kaesong from the South 
Korean or the Republic of Korea perspective is to try to introduce 
some modern concepts into North Korea, get some North Korean 
factory workers used to dealing in a modern international style fac- 
tory. To be sure, the workers are paid at a level that is far less 
than workers in South Korea working in South Korean factories. 

Mr. Royce. I understand the Korean perspective on this. 

Mr. Hill. Yes. 

Mr. Royce. But these facilities are going to be vastly expanded 
if certain factions of South Korea have their way. And from our 
perspective, from our perspective, given the fact that the hard cur- 
rency goes into a regime which makes its foremost purpose its mili- 
tary preparations, Wildup, at least from the factors that I know, 
should not that be a concern from our perspective? 

Mr. Hill. I think we need to monitor overall what the accrual 
of money is to the North Koreans. So far it has been pretty small. 
I mean, we are talking about essentially a pilot program. And in- 
creasingly the South Koreans have negotiated where the money is 
paid directly to the workers, which has been another concern of 
ours. 

Certainly we have to monitor how the expansion of it could con- 
tribute to North Korea’s military strength, but for now, I think 
what the project is really doing is introducing some very much 
needed reforms and an element of new thinking into the country. 
Bear in mind, it is in one small place. It is essentially an industrial 
park right now. 

Mr. Royce. It is. It is. But the goal is to make it huge. And it 
is not in this trade agreement, but the reason it is in trade agree- 
ments with Singapore and so forth. South Korea is negotiating, is 
to try to build that thing up, that complex up. What I am sharing 
with you is that this is one of the few ways in which that regime 
has the currency to continue its armament buildup of missiles, of 
R&D for missiles, of nuclear weapons. And should our other efforts 
fail to constrain that, this source of revenue is what I am most con- 
cerned about, the revenue that the regime uses for ends which are 
definitely not going to be in our interest. 

Mr. Hill. I understand, and I think we need to continue to mon- 
itor that. Absolutely. 

Mr. Royce. Thank you. That is all. 

Mr. Sherman. I yield to the vice chair of the subcommittee, Mr. 
Scott. 

Mr. Scott. Thank you very much. I guess my line of questioning 
is probably on two tracks. First of all. Ambassador, I guess what 
concerns me is the fact that last year South Korea exported 
700,000 automobiles into the United States, and last year Clnited 
States auto companies exported just 5,000 into South Korea. What 
do you say about that? 

Ambassador Bhatia. Congressman, it is because that is the chal- 
lenge that our auto companies face. With or without this FTA, 
South Korea is going to export not 700,000 but 800,000 or more 
cars into the United States. Right now we have a 2^/2 percent tariff 
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on cars. It is not slowing down Korean exports into the United 
States or anywhere else. 

What our auto companies want to do and I believe desire to do 
and should do is break into foreign markets, and that is what FTAs 
generally should allow it to do, and that is in particular what this 
FTA allows it to do. 

By breaking down the tariff, by taking the tariff from 8 percent 
down to zero, and by eliminating each of the non-tariff barriers 
that our auto companies have identified for us, be it discriminatory 
taxes, be it emissions standards that differ from our own, be it a 
process’s lack of transparency in the Korean process, and this FTA, 
and we at USTR have been working these issues for many years, 
have systematically gone through, identified what those barriers 
are and have addressed them in this FTA. 

And if Korea does not live up to its obligations, we have the right 
to come back with this snap-back tariff after an expedited dispute 
settlement process is 6 months, put back into place the 2 V 2 . percent 
tariff, which last year would have amounted to $250 million with- 
out a cure period, which is a very, very powerful disincentive. 

So the question is when you asked me what do I say about that, 
I say we have got to get our 5,000 cars up. We want to see GM 
factories and plants in your district and everywhere else, but we 
have got to do that by breaking down the barriers in the foreign 
market because we are not closing off our market. We are not 
doing it right now. We are not going to. 

Mr. Scott. You think that the tariffs is a way to do that. Let 
us review these tariffs for a moment. Under this plan, the United 
States will immediately eliminate its 2.5 tariffs on the vast major- 
ity of Korean-produced vehicles and auto parts, correct? 

Ambassador Bhatia. Yes, it would. If you effectively look at it, 
there are three categories of cars based on liter size. Two of the 
three categories 

Mr. Scott. I regret that my 5 minutes, Mr. Chairman [inaudi- 
ble]. 

Ambassador Bhatia. Sorry. Okay. Effectively it would eliminate 
within 3 years. 

Mr. Scott. The 2.5 tariff on autos over 3,000 cc’s would be 
phased out over 3 years? 

Ambassador Bhatia. Exactly. 

Mr. Scott. And the 25 percent U.S. tariff on light trucks will be 
phased out over 10 years? 

Ambassador Bhatia. That is correct. 

Mr. Scott. And Korea will immediately eliminate its 8 percent 
tariff on autos and its 10 percent on trucks? 

Ambassador Bhatia. That is correct, sir. Yes. 

Mr. Scott. Well, here is the rub in all of this. The reductions in 
the United States tariffs will trigger a surge in automotive imports 
from Korea. You understand that? 

Ambassador Bhatia. Congressman Scott, I actually think most 
analysts project that given the way Korean auto production is look- 
ing going forward, in reality, over the course of the next year or 
2, you will see a substantial probably diminution in the balance of 
their sales here that come from imports. They are moving produc- 
tion to Georgia and to Alabama. 
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Mr. Scott. The tariff arrangement makes it relatively easy for 
Korean automakers to ramp up production for exports to the 
United States? 

Ambassador Bhatia. No. With due respect, Congressman Scott, 
the Korean production plan is clearly to produce substantially more 
here in the United States. So they have opened the factory 

Mr. Scott. But answer this question for me then. 

Ambassador Bhatia. Yes. 

Mr. Scott. Why did the Government of Korea state that it ex- 
pects this proposed free trade agreement to generate over $1 billion 
in annual increase in its auto trade surplus with the United 
States? 

Ambassador Bhatia. Because there will be tariff savings. Con- 
gressman, based on the cars right now coming in to, I do not know 
the reason, but I would speculate that it may be because there are 
tariff savings that are derived from the reduction of the 2.5 percent 
tariff. 

Mr. Scott. Given all this lopsidedness, given the 700,000 versus 
the 5,000, which accounted for over 87 percent of the overall $13.4 
billion United States trade deficit with Korea was our automobiles? 

Ambassador Bhatia. Yes. 

Mr. Scott. Given all of this, given this imbalance, why does this 
free trade agreement not contain any guarantees or mechanisms 
for the United States to gain substantially greater access to the Ko- 
rean auto market? I mean, there is one glaring need, and it is not 
even here. 

Ambassador Bhatia. Again, with all due respect. Congressman 
Scott, I have to disagree. I think this agreement as I have de- 
scribed contains mechanism after mechanism that addresses non- 
tariff barriers as well as the tariff issues that will break down. So 
you have got the 700,000 versus 5,000 number. That is exactly 
right. The way to change that balance is by breaking down those 
non-tariff barriers, which is precisely what this agreement does, 
and have a unique mechanism to make sure that those commit- 
ments are lived up to. 

Mr. Scott. There is nothing in this agreement that requires 
Korea to open its markets to United States-built automobile [in- 
audible] before it could receive the benefit of reductions in our U.S. 
automotive tariffs. There is nothing here, and that is the rub. 

I know my time is up, but I want to go to my other point, the 
Kaesong area, Mr. Hill. And I have a great concern that this pilot 
program would benefit North Korea’s economy, in turn benefit the 
North Korean [inaudible]. Their whole major possibility of exports 
evolves around their nuclear capacity. [Inaudible], especially in re- 
lationship to Iran and that relationship. Now is not it a fact that 
this Kaesong project employs 11,000 North Koreans? 

Mr. Sherman. That will have to be the last question. 

Mr. Hill. Yes, it does. It is actually about 13,000 average wages, 
with overtime around $67. The government takes upwards of 30 
percent of that for various social benefits. 

Mr. Scott. Thank you. 

Mr. Sherman. I would point out that the choice is not just be- 
tween continuing our unequal tariff relationship now or this free 
trade agreement. We also have the prospect if we do not enter this 
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free trade agreement of using the prospects of higher U.S. tariffs 
to negotiate a real fair trade agreement. 

With that, I would like to call on the gentleman from Illinois, Mr. 
Manzullo. 

Mr. Manzullo. Thank you very much. First of all, I want to pub- 
licly commend Korea for sending Ambassador Lee to the United 
States. I had the opportunity to be with him two or three times. 
He does an outstanding job representing the people of Korea. He 
is open and is willing to be transparent. I cannot think of a finer 
diplomat to represent Korea than Ambassador Lee, and the least 
I can do is to publicly thank him. He is listening, and he knows 
that I am not blaming these problems on him. He realizes that 
there are difficulties. He has always had an open door. 

Ambassador Bhatia, I just want to share with you the closed door 
that your office has had with mine. We have e-mailed you on sev- 
eral occasions. We have asked you to come in. Your staff has 
stonewalled us. 

And I just cannot think of anything worse that your office can 
do than to have zero relations with the United States Congress, es- 
pecially knowing that Chrysler plant is located in my district. You 
might want to take a look at the members of your staff that 
stonewalled a United States Congressman who requested your 
presence [inaudible] with you. This is extremely serious. I just 
want you to be aware of it. 

The third thing is the question is Koreans continue to come up 
with non-tariff barriers. I just want to throw this out because it is 
typical of what you did not address. The Korean Insurance Com- 
mission just decided to stop providing insurance for two-seater 
sports cars. Of course, Koreans do not make such cars. This was 
done for the specific purpose of hurting imports. 

I mean, that is stupid to get rid of something like that, and that 
is why the level of frustration is at code red here today. I mean, 
do not you believe that all of Korea’s non-tariff barriers can be 
eliminated to allow for fair and open trade in autos when Korea 
has ignored two previous auto MOUs with the United States? 

Ambassador Bhatia. Congressman, first of all, if I could address 
the point of visiting with your office. I apologize that apparently re- 
quests have not been responded to. I can assure you first of all that 
I did not know of any requests, and I am more than happy to come 
up and visit with you, whatever your convenience is. 

I would say that we have done extensive outreach to Members 
of Congress with an interest in the automotive sector as well as 
other areas. I can mention that I have met with Congressman 
Levin, Congressman Camp, Congressman Walberg, Congressman 
Knollenberg, Congressman Ryan, Senator Stabenow, throughout 
this process. I continue to engage in conversations with members 
as well as other stakeholders of interest. I do apologize that we 
have not been in to visit with you, but I look forward to rectifying 
that in the very, very near future. 

If I can. Congressman, address the issue of non-tariff barriers 
generally. USTR, as you know, has been at the forefront of trying 
to break down both tariff and non-tariff barriers into the Korean 
market now for 20 years. Those non-tariff barriers, and the indus- 
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try has identified these to us, fall principally into three or four cat- 
egories. 

Leaving aside tariffs, which are high in and of themselves, the 
non-tariff barriers include taxes based on engine displacement size. 
Where our larger tariffs are subject to progressively higher taxes, 
domestic taxes, in Korea, this FTA equalizes that. This FTA puts 
us on a level playing field with over 90 percent of the cars that are 
sold in Korea. So that is addressed. 

Secondly, it deals with standards, principally emissions stand- 
ards. 

Mr. Manzullo. This says sports cars. [Inaudible] exactly? 

Ambassador Bhatia. No. Congressman, I am not familiar with 
the sports car issue. The insurance rate issue I have some famili- 
arity with. Two points on that. One is to the extent private compa- 
nies are setting insurance rates, obviously that is neither the gov- 
ernment’s business here nor in Korea. To the extent there is gov- 
ernment involvement, to the extent there is governmental involve- 
ment here, without this FTA, we have no ability to address those 
problems in Korea. With this FTA, we have the ability to stop them 
from doing it. 

Mr. Manzullo. The problem I have with it, you come in with the 
promises that say just give us this agreement and we have a reso- 
lution dispute panel. Well, the time to resolve this is before we sign 
the FTA. 

Ambassador Bhatia. I absolutely agree. Congressman, that the 
time to resolve this is from now on. But my point is with this dis- 
pute settlement system, which is unique, which we have never 
done before, which creates a hammer out there of two — if you look 
at last year’s tariffs paid, $250 million that if Korea does not honor 
its commitments, its tariff, non-tariff, any auto-related commit- 
ments in this FTA, we have an expedited dispute settlement proc- 
ess if we win that tariff snap-back into place. 

Mr. Manzullo. If they have not honored anything in the past 20 
years, what makes you think they are going to change their mind 
now? 

Ambassador Bhatia. Because we have a binding legal agree- 
ment. 

Mr. Manzullo. That has nothing to do with it. You enter into 
these free trade agreements on good faith. Just because you have 
something that is binding, can United States insurance companies 
do business, auto insurance do business in Korea? Have you al- 
lowed that? 

Ambassador Bhatia. Absolutely. The insurance area and the 
services area perhaps is one of the biggest breakthroughs in this 
FTA where U.S. companies are going to have substantially more 
penetration. 

But if I could perhaps give one message to the Congressman, I 
mean, I am just quoting from an objective report that has been 
filed by one of our leading auto companies with us and in turn 
made public. I will just quote one sentence: “General Motors be- 
lieves” — 

Mr. Wu. Apparently you have no significant issues with engaging 
in hand-to-hand combat with folks up here on the dais, and I am 
going to permit the chairman to continue that combat in a moment. 
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You know, one of the concerns I have with the overall thematic 
foreign policy, laying aside whether this administration has ade- 
quately consulted Congress or any other branch of government on 
significant issues in the last 6 years or not, laying that issue aside, 
when you have a certain belief system about what the facts on the 
ground are and do insufficient investigation of what the facts in- 
deed are, if you guess right, things are okay. But if you let ideology 
override the facts on the ground, you do not just get the adminis- 
tration into trouble. You get the whole country into a mess. And 
that has been in my view a problem. 

What I see in the language on the chart over here is from my 
perspective reasonable language which takes care of a problem 
which the chairman has identified. You can correct my view of his- 
tory if you wish in your further conversations with the chairman, 
but it is my recollection that there are still some shall we say con- 
flicting claims with respect to the Korean Peninsula, and the chair- 
man has put a finger on that. I am otherwise sympathetic, perhaps 
more sympathetic to this agreement than others, because we are 
dealing with a democracy, a relatively prosperous democracy with 
respect for the rule of law. But I find it extremely puzzling. I find 
your resistance to accepting reasonable language extremely puz- 
zling, and I hope that it is not a continuation of the pattern of the 
triumph of ideology over facts on the ground that I have seen in 
other arenas the last 6 years. 

With that, I yield the balance of my time to the chairman. 

Mr. Sherman. I thank the gentleman from Oregon for his gen- 
erosity. Mr. Bhatia, where in the agreement is there anything that 
prohibits or limits South Korean investment or loans to Iran? Is 
there any such provision in the agreement? 

Ambassador Bhatia. Prohibitions on what foreign governments 
may or may not do like that do not fall into the scope of our FT As. 

Mr. Sherman. The answer is it is not there. I just referenced Mr. 
Klein’s opening statement. I think it was an excellent statement. 
Congress is moving toward what should be a better foreign policy 
for the United States, which is that our free trade agreements in- 
clude such prohibitions. And it is at least of concern that no effort 
was made or at least no successful effort was made to deal with 
the Iran issue in this FTA. 

Moving to the Kaesong issue, as I have said, I think that by re- 
defining sovereignty, that is the chief way in which the administra- 
tion should it choose this will allow North Korean goods to come 
into the United States. My friend, Mr. Royce, says that the sole 
way that Kaesong and other processing zone goods would come into 
the United States is through Annex 22-C, which lays out a process. 
So let us look at that process. 

Section 5 thereof says that after the committee acts, each govern- 
ment will seek legislative approval. Does this mean that if goods 
are going to come in pursuant to 22-C that you would need Con- 
gress to pass a statute authorizing it, or does it mean instead that 
you could simply notify Congress of your intention to take action 
and see whether Congress passes a statute prohibiting it? 

Ambassador Bhatia. No. 

Mr. Sherman. To the former, latter or something else? 
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Ambassador Bhatia. Effectively the latter. I mean, it con- 
templates — excuse me, the former. I think it is the former based on 
my memory what you are describing. It would contemplate that 
changes in rules of origin that would be needed to effectively allow 
goods from Kaesong or any other outward processing zone would 
require us to come back and seek legislation from the Hill. 

Mr. Sherman. So you would need legislation and you would not 
simply give notice to Congress and ask us to disapprove? 

Ambassador Bhatia. No, that is not what we contemplate. 

Mr. Sherman. Needless to say, the drafting here would allow 
some successor of yours to take a different position, which is why 
I at least had to get you on the record here. 

Mr. Royce. Mr. Chairman, if you would yield for a minute? 

Mr. Sherman. I yield for a minute. 

Mr. Royce. You understand I feel this is a moot point, but if you 
would like, the two of us could write a letter to that effect for legis- 
lative intent and we can get this issue off the table. 

Mr. Wu. Reclaiming my time, I would be much more impressed 
if the administration were to put it in writing. 

Mr. Sherman. Yes. Well, we would like a letter from the USTR 
and the Secretary of State addressing this issue, defining what the 
words “seeking legislative approval” mean in Section 5 of Annex 
22-C and also commenting upon whether such legislative approval 
is an absolute necessary precursor for whether any goods can come 
in under the 22-C process, because I could see the administration 
taking the position that says, well, we are responsible for seeking 
legislative approval, we will go seek it. In the meantime, we will 
let the goods in. So we will need something on timing and some- 
thing on whether it requires an act of Congress. 

So I now turn to the gentleman. I believe the next on the list is 
the gentleman from Texas. 

Mr. Poe. Thank you, Mr. Chairman. 

Ambassador Bhatia. Thank you. 

Mr. Poe. I represent probably the largest refinery area in the 
southeast, southeast Texas. What land we do not have refineries on 
we grow rice. This portion of Texas used to have 600,000 acres of 
rice, long-grain rice. That was 25 years ago. Now our rice fields are 
down to 200,000. The number one problem is markets. I am a free 
trader. I believe in it. But as things would happen, long-grain rice 
from Texas, the number one market used to be Cuba and then Iran 
and then Iraq. 

[Laughter.] 

Mr. Poe. We all know what has happened. We do not really 
trade with those people anymore, and then when we were selling 
rice, getting rice for Iraq, the government for some reason was buy- 
ing it from Vietnam. So rice farmers, they would just like some 
markets. And this free trade agreement, we deal with avocados and 
sunflower seeds and lemons, but we do not deal with rice, and that 
concerns me because it is not free trade for rice. 

Rice is an exception because it is better for South Korea to have 
a quota than it is for the United States to be able to go into that 
market and compete on the world scale, and I want to know why. 
What do I tell the rice farmers who are going broke down there in 
Texas? What would I tell them in this free trade agreement that 
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is supposed to help free trade, benefit the United States, why we 
agreed to an agreement that has a quota on rice? 

Ambassador Bhatia. No. No, Congressman, you know, I will be 
perfectly frank with you. I mean, we pushed extremely hard to gain 
additional market access in rice from the very beginning to the 
very end of these negotiations. In the final hours of the negotia- 
tions, Korea made clear that it would walk away from the deal. It 
would be unable to do the deal. Politically it would be unable to 
do the deal rather than include rice, additional market access in 
rice. 

So the choice that we faced on behalf of the country was to take 
the very, very good deal that was on the table that would afford 
substantial market access not only for all of the other agricultural 
commodities you mentioned but also for services industries, includ- 
ing refinery services and many other industries, versus a perfect 
deal, which would have included additional market access on rice, 
which we could not get. So that was the choice that we faced. 

I would prefer — I wish it were the case that we had obtained ad- 
ditional market access, either tariff reductions or additional TRQs 
for rice, but they are not in the agreement. But what I would point 
out to you. Congressman, are a couple of things. 

First of all, there is a parallel process to this FTA that has been 
ongoing in the multilateral sphere to obtain additional market ac- 
cess to the Korean rice market. And in 2004, we and Korea along 
with other partners multilaterally achieved a substantial amount 
of additional market access for American rice farmers, including 
those in your district. 

And under that agreement, it comes close to totally doubling the 
total amount of rice that Korea is obligated to import over the next 
10 years. It provides guaranteed market access for us of a little 
over 50,000 metric tons of United States rice each year. And it 
makes a portion of that imported rice available directly to Korean 
consumers. 

And under that agreement, I am happy to point out. United 
States rice exports to Korea have continued to grow. So in 2006, 
they purchased 63,000 tons, metric tons, of United States medium 
grain rice, which is about a quarter of Korea’s total rice imports. 
So there is a parallel process underway which I can assure you we 
are going to continue to push on. I guess 

Mr. Poe. Excuse me. 

Ambassador Bhatia. Yes. 

Mr. Poe. But if we sign this agreement, the deal is done. 

Ambassador Bhatia. On the bilateral. 

Mr. Poe. So no rice is a part of this agreement. Why do not we 
just stand firm and say if you do not include rice, we are not sign- 
ing? Why do not we just do that? It is called hardball. 

Ambassador Bhatia. Well, I believe. Congressman, we have 
played 

Mr. Poe. I will never be a diplomat, by the way. 

[Laughter.] 

Ambassador Bhatia. We pushed very, very hard on a lot of 
issues that required enormous political changes in Korea and will 
require enormous political changes in Korea. This was one that the 
trading partner made very clear this just simply was going to re- 
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suit in the end of the agreement. And the choice was the enormous 
balance of benefits there that we stood to obtain. I will say that we 
have a strong commitment, Congressman, and you have this from 
us at USTR, from the administration. There is a strong commit- 
ment to continue to push for rice market access through the multi- 
lateral and other processes. 

And finally I would simply point out that breaking down the bar- 
riers, protectionist barriers, in a market like Korea where there are 
a lot of agricultural sensitivities I believe will run down to the ben- 
efit of rice exporters and others because it will show that you can 
break down these barriers, you can allow in agricultural commod- 
ities, and it does not result in the end of their domestic production. 
It does not result in farmers being put out of business. And I look 
forward to the day in the not too distant future where that sensi- 
tivity level is lowered and where we can extend trade still further. 

Mr. Poe. Well, the farmers are going out of business. They are 
tilling their land under and just leaving it because the land is so 
bad it will not grow anything but rice. So that is a concern for me 
in this free trade agreement that we do not include rice. 

Ambassador Bhatia. I understand. 

Mr. Poe. I just want you to be on notice. 

Ambassador Bhatia. Thank you. 

Mr. Poe. Thank you, Mr. Chairman. 

Mr. Royce. Mr. Chairman? 

Mr. Sherman. I will yield to the ranking member for a unani- 
mous consent request. 

Mr. Royce. Thank you, Mr. Chairman. Mr. Wu, our colleague, 
had raised a point, and I have a letter from our USTR, Susan 
Schwab, in response to a letter I had written her earlier. She says 
in the letter as a result, “The Korean Industrial Complex is not ex- 
plicitly mentioned or covered anywhere in the FTA. The goods 
made in the KIC are not eligible for FTA trade preferences.” And 
she says, “Goods from the Korean Industrial Complex would not 
obtain preferences under the agreement without additional legisla- 
tive action by both the United States and Korea.” 

And so, without objection, I would like to ask that this letter 

[The information referred to follows:] 
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EXECUTIVE OFFICE OF THE PRESIDENT 
THE UN[TED STATES TRADE REPRESENTATIVE 

WASHINGTON, Ll.C. 20300 


MAY 99 2007 


The Honorable Edward Royce 
U.S. House ofRepiEBentativea 
Washington, D.C. 20515 

Dear Congressman Royce: 

Thank you for your letter regarding the United States-Korea Free Trade Agreement (KORUS 
FT A) and the Kaesong industiial Complex (KIC). As you know, the United States maintained a 
strong position tlirougltout the iicgotiatious with Korea that the final FTA would be between the 
United States and the Republic ofKorea and would only cover goods from those two countries. 
As a result, ilic KIC is no I explicitly mentioned or covered anywhere in the FTA, and goods 
made in, the IGC are not eligible I'or FTA tariff preferences. 

The FTA establishes a go vemment-to-govemment committee to review whether conditions on 
the Korean Peninsula may be appropriate for further economic development through the 
establishment and development of outward processing zones. Tlie Committee will meet one yeat 
after the FTA enters into furce and on an annual basis thereafter, and will set the criteria that 
must be met before goods from any outward processing zone may be considered originating 
goods for the purposes of tlie FTA, and thereby eligible to receive preferential treatment under 
the Agteemeirt. Language in the Agreement notes that such criteria would include, but not be 
htoited to, improved labor standards and practices and progress toward the denuclearization of 
tile Korean Peninsula. 

Any decision made by the Committee with respect to whether goods from an outward processing 
zone should c^ualify as originating goods w'ould serve as a recommendation to the Got'ernmenls 
of Korea and the United States, w'hich in turn would need to obtain legislative approval fur any 
amendmeuts to the Agreement with respect to the outward processing zone. Consequently, 
goods from the KIC could not obtain preferences under the Agreement without additional 
legislative action by both thfi United States and Korea. 

I liope tius information addresses the conoems raised in your letter. I look forward to working 
with you on Congressional approval of the KORUS FTA, Please contact me if you have any 
additional concerns. 


Sincerely, 

Susan C. Schwab 
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Mr. Sherman. It will be made part of the record, but I will com- 
ment that the Secretary there did not address the issue of what 
would be the case if South Korea began to exercise certain small 
elements of sovereignty over the acreage in these facilities. It is ob- 
vious that this letter is true as things stand today. But with a little 
bit of window dressing, you can reach an entirely different conclu- 
sion unless those words are in the statute that Ambassador 
Bhatia’s department is going to present to Congress. 

So we will decide whether we are going to just take a letter. Am- 
bassador, which can be changed just by changing a few of the ele- 
ments of sovereignty or whether we are going to have that lan- 
guage in the agreement. With that, let me yield to the gentleman 
from Arkansas — or okay. I will call first on the gentleman from 
Colorado. 

Mr. Tancredo. Thank you, Mr. Chairman. Mr. Ambassador, as 
a general rule of thumb, I am for the elimination of artificial bar- 
riers to the free flow of goods. Unfortunately I have found myself 
in the position recently of having to vote against several trade 
agreements because of the cross-border trade in services provision 
[inaudible] in those agreements. And the standard language I am 
talking about reads, “Cross-border trade in services or cross-border 
supply of services means supply of a service from the territory of 
one party into the territory of another party.” 

The provision also stipulates that each party to the agreement 
ensures that local and national “measures relating to qualification 
requirements and procedures, technical standards and licensing re- 
quirements do not constitute unnecessary barriers to trade in serv- 
ices” to guarantee that our domestic laws are “not themselves a re- 
striction on the supply of services.” 

A concern is that these such provisions, including, for instance, 
the reformed Chile Free Trade Agreement, could empower our 
trade partners and challenge the validity of our immigration limits, 
our visa requirements or even licensing requirements and zoning 
rules as a “unnecessary barrier to trade” and act as a restriction 
to the supply of services. The Congress could petition that we be 
forced to change our immigration laws by this trade section. 

I have assurances from the administration, by the way, that 
these provisions have nothing to do with immigration. Last year I 
remember when former chairman of the House Ways and Means 
Committee, Bill Thomas, stated that we are currently in this — by 
the way, we are having a debate on this very topic, on the amend- 
ment that I offered. He said that we were currently in delicate ne- 
gotiations in the World Trade Organization on market access, and 
one of the provisions was the question of temporary movement of 
illegal aliens. 

So what I would like to know is whether the administration in- 
tends to make immigration a component of U.S. trade policy, and 
will the United States-Korea Trade FTA sustain the provision and/ 
or the cross-border trade in services provision? 

Ambassador Bhatia. Congressman, I appreciate your question, 
and I know of your longstanding interest in this issue of whether 
our FTAs somehow contain provisions dealing with immigration 
and allowing through trade in services provisions commitments to 
it, whether they contain commitments. I can assure you that is not 
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the case in this FTA, and I will just read to you one sentence from 
a relevant chapter: 

“Nothing in this chapter or any other provision of this agree- 
ment shall be construed to impose any obligation on a party re- 
garding its immigration measures, including admission or con- 
ditions of admission for temporary entry.” 

So I think hopefully that should provide you the reassurance is 
there. It is not intended to affect immigration. 

Mr. Tancredo. Thank you for that. And then if I could, I see I 
have a little bit of time left. I just would like to get into a different 
area. One of Korea’s primary competitors in several different eco- 
nomic sectors happens to be, for instance, Taiwan. And as you 
know. President Chen’s top priority is the bilateral trade agree- 
ment with the United States. 

I fear that we are driving Taipei into the arms of Beijing by fail- 
ing to more aggressively push for an FTA with Taiwan, and it is 
one of our most important economic and security concerns in the 
region. I know that we are focused here on Korea, but I would like 
your take on why we have not been able to get an FTA with Tai- 
wan. 

Ambassador Bhatia. Congressman, we or the U.S. Trade Rep- 
resentatives’ Office, but generally the administration, are obviously 
very focused and committed to deepening and strengthening our 
trade relationships with Taiwan. It is a major trading partner for 
us. I actually went to Taiwan last year, to Taipei, to lead our Trade 
and Investment Framework Agreement discussions. It is not quite 
an FTA, but it is a comprehensive effort to address trade and in- 
vestment barriers that might preclude or otherwise prevent the in- 
tegration of the economic relationship. And I am delighted to tell 
you that I think it is going very well, and indeed we will have an- 
other TIFA meeting this summer here in Washington. 

We are working concretely to address barriers sector by sector 
with Taiwan, be it in the investment area, be it in trade and agri- 
cultural goods, be it in trade and services, and it is proving to be 
quite successful. As far as future FTAs go, that is always some- 
thing that we undertake in consultations with Congress. It would 
of course require us to get an extension of trade promotion author- 
ity for any contemplation of any FTA with any partner, but we are 
happy to remain in contact and consultation with you on that. 

Mr. Tancredo. Thank you, Mr. Ambassador. Thank you, Mr. 
Chairman. 

Mr. Sherman. Thank you. Let me point out for the record that 
the average inflation adjusted wage for American workers has gone 
up by a full 5 cents in the 20 years plus since we first had fast- 
track. We have an $800 billion trade deficit, and it is of course at- 
tributable to the fact that when we negotiate these deals, we start 
with our own tiny tariffs, never threaten to increase them, and 
then come back with the best deal we can having never played 
hardball or sought free trade. With that, let me yield to the gen- 
tleman from Arkansas. 

Mr. Boozman. Thank you, Mr. Chairman. Coming from Arkansas 
and also being a major rice producer, maybe the largest, I would 
associate myself with Mr. Poe’s remarks in the sense again of 
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someone that has been very supportive of trade agreements. Cer- 
tainly we support fair trade. 

Ambassador Bhatia. Yes. 

Mr. Boozman. One of the concerns I have about the rice thing 
being on that is we start picking out these areas that are sensitive. 
Does that make it that much more difficult as we do agreements 
in the future? 

Ambassador Bhatia. You know, Congressman, we have been 
asked and I have been quite clear, we have been quite clear. Am- 
bassador Schwab and others, that we do not see this as a prece- 
dent. We have made quite clear to our trading partners that we do 
not see an exclusion of rice to be a precedent in future FTAs. 

Mr. Boozman. Well, not so much rice, but, I mean, when you 
start targeting these things in general, it is rice this time. Again, 
you know, when you start doing that, does not that make it more 
difficult as you go along? 

Ambassador Bhatia. It very much remains our policy, our goal 
and our desire to have FTAs be as comprehensive as possible be- 
cause, frankly, the benefits to be derived not only by us but by our 
trading partners are through having a comprehensive FTA. Where 
one of our exports is excluded, their consumers, the trading part- 
ner’s consumers, are deprived the benefit of competitive American 
products. So I can assure you it remains our goal and our desire 
to have comprehensive FTAs. 

Mr. Boozman. If we strike a deal, if we do the FTA, how will 
that affect our trade with the other partners in the area, people 
like China and Japan? 

Ambassador Bhatia. Well, Ambassador Hill can probably talk 
about the broader geopolitical significance of the FTA within the 
region. I can tell you from a trade negotiator’s — I beg your pardon? 

Mr. Boozman. I do not mean to interrupt. In addition to that, be- 
cause of this FTA, would that lead to more FTAs with partners 
that we are trading with there? 

Ambassador Bhatia. I can tell you that our trading partners in 
the region have sat up and taken notice of this FTA. I hear it from 
all of our major trading partners. And indeed I think they see 
whether or not this FTA gets through as being a major litmus test 
of our commitment to the region, our commitment to opening mar- 
kets, and I think it could have a very, very beneficial effect on fur- 
ther trade liberalization in the area. 

Mr. Boozman. Thank you, Mr. Chairman. 

Mr. Sherman. Thank you. We will now begin a second round, 
and it will at least try to have some questions for Ambassador Hill 
or Secretary Hill, who has shown incredible patience here, but I 
still have more questions for Ambassador Bhatia. First what is the 
revenue cost of this agreement in lost tariff revenue to the Treas- 
ury? Do you know or not? 

Ambassador Bhatia. I am sorry. The revenue cost I do not have 
the precise number, Mr. Chairman. 

Mr. Sherman. Is it over or under $1 billion a year? 

Ambassador Bhatia. I will not hazard a guess. We can find out 
and let you know. 

Mr. Sherman. What is the cost of the trade assistance package 
where we are going to help workers in Don Manzullo’s district 
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when they are displaced, et cetera? What is that cost going to he? 
Do we have that? 

Ambassador Bhatia. We have, as you know, Mr. Chairman, 
working with the Congress, have passed a trade adjustment assist- 
ance package that is 

Mr. Sherman. How much is it going to cost? 

Ambassador Bhatia. There is no country-specific. It is a program 
that exists for all of our trade agreements. 

Mr. Sherman. It is the more you do the more you spend. What 
is the incremental cost of this agreement, or have we not bothered 
to figure that out? 

Ambassador Bhatia. No. But again, you are asking us to project 
transition costs here. I would submit that the agreement will have 
a very beneficial effect in terms of stimulating more jobs here in 
the United States, though. 

Mr. Sherman. Clearly there are going to be winners and losers. 
All of the published reports say more losers than winners. But put- 
ting that aside, we both agree that there are going to be winners 
and losers, that the Treasury of the United States is going to be 
called upon to help the losers, and you do not know how much that 
will be. 

But we do know the Treasury is going to lose money from tariffs. 
It is going to lose money to provide assistance from the inevitable 
losers. And all that money is going to come from the money avail- 
able to provide for education in states like mine. Where are we 
going to get the money from those two sources without cutting do- 
mestic expenditures in districts unaffected by trade? 

Ambassador Bhatia. You know. Congressman, obviously your 
issues go well beyond the Korea FTA to trade liberalization gen- 
erally. I mean, I would submit to you that the record of trade liber- 
alization as an engine of economic growth, as a force for improving 
standards of living of Americans for the past 50 years 

Mr. Sherman. A whole nickel. 

Ambassador Bhatia. No, Congressman. 

Mr. Sherman. A whole nickel of increased wages. I agree you can 
point to income statistics, because if 1 million people lose money 
and one billionaire is created, the economists will say, well, na- 
tional income went up. The fact is American workers have seen 
their incomes go up by a full nickel over the last 20 years since 
fast-track was adopted. 

But getting away from the economic effects and looking at the 
fiscal effects, we work for the Federal Government. We supposedly 
care about the U.S. fiscal deficit. This thing is going to cost us 
money, as I identified, in two different ways. You have asked us 
to introduce agreement without even an attempt to make a cost es- 
timate. 

Are you claiming that the reduction in Federal revenues on the 
tariff side and the expenditure of Federal funds on helping those 
people who you say are not so many, but however many there are 
who are hurt by this agreement, have an undisclosed cost, but 
somehow are you suggesting the Federal Reserve Board simply 
print more greenbacks to cover those costs? 

Ambassador Bhatia. Congressman, Mr. Chairman, I think, and 
I mentioned these in my opening remarks, I mean, the estimates 
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of the benefits to the U.S. economy from this are between $17 bil- 
lion and $43 billion. The forecasts, I mean, let me just give you an 
example on 

Mr. Sherman. What do you mean by benefit? How can you have 
an agreement which will increase the U.S. trade deficit according 
to every published report and uncontradicted by anything you have 
said and then say it is going to increase our income? What it is 
going to do is provide some additional exports and a somewhat 
greater amount of additional imports. And we have an $800 billion 
trade deficit, and you suggest that we do more of the same and 
make it up in volume. 

Ambassador Bhatia. No, I do not, Mr. Chairman. First of all, I 
think that the — again, I do not know that these estimates are defi- 
cits that you are coming up with. Let us assume, though, let us as- 
sume — 

Mr. Sherman. Would not you bother to read the only published 
economic analyses of what effect this is going to have on our trade 
deficit? 

Ambassador Bhatia. Mr. Chairman, if you assume for a moment 
even hypothetically, which I disagree with, that there were to be 
an increase in trade deficit, the substantial amount of additional 
exports that would be provided by this, the substantial amount of 
additional exports that would be provided, would in my mind cre- 
ate substantial new job opportunities here in the United States. 
That has been the record of all of our trade liberalization. And I 
think the supposition that somehow this is going to be the excep- 
tion to that rule just clearly is not borne out by what has happened 
in the past. 

Mr. Sherman. Your position is if we lose 1 million jobs and we 
gain 900,000 jobs, that is a $900,000 job gain? 

Ambassador Bhatia. No, I think it is the other way around, Mr. 
Chairman. If you look, for instance, last year, a loss of 13 million 
jobs for which the estimate for trade’s role in that 13 million job 
loss has been 3 percent, less than 3 percent, but the creation of 15 
million new jobs, often higher-paying jobs, often more rewarding 
jobs because of its relationship to international trade I think makes 
a compelling case that trade is the avenue for growth for the Amer- 
ican economy. 

I mean, that is the record of the last 50 years of America’s inter- 
national economic engagement. And Korea stands to benefit us 
more than most of the other FTAs because it is such a rich, fast- 
growing, dynamic economy to have as a trading partner. 

Mr. Sherman. Reclaiming my time, you cannot have an increase 
in the trade deficit and say you are increasing on a net basis the 
number of jobs and that those jobs that you are creating are great- 
er pay than those that you are losing. It is simple math. If you are 
exporting a little bit more, then importing a lot more, you are los- 
ing jobs. 

Now the only way you could be gaining jobs is if those exports 
involve low-paying jobs and those imports involve high-paying jobs. 
But you cannot have an increase in the trade deficit and at the 
same time say that you are making America richer. 

With that, let me move to Ambassador Hill. We have two objec- 
tives. One is a commercial objective, and the other is a foreign pol- 
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icy objective. As Ambassador Bhatia has said, this is a great deal 
for South Korea commercially. To what extent have you and the 
State Department been involved in making sure that in order to 
get these benefits, South Korea reduces its subsidies, investments, 
processing zones, et cetera, with North Korea until that regime 
changes and develops? 

Mr. Hill. Well, first of all, with respect to the FTA, of course we 
worked very closely with USTR to ensure that some of the prob- 
lems that existed prior to the negotiation of the FTA were ad- 
dressed. We were dealing with issues of barriers to our pharma- 
ceutical industry. For example, our Embassy in Seoul has been 
very much involved in that sort of thing. The State Department 
here has been very much involved in trying to deal with some of 
these problems so that we could get to the point where we felt 
there would be a successful FTA. 

Secondly, with respect to the South Korean policies toward North 
Korea, in particular Kaesong, I think we do need to understand 
that as South Korea looks at North Korea, they see a somewhat 
different picture than from what we see in Washington. First of all, 
they see a peninsula that was divided, a divided peninsula through 
no fault of the Korean people. I mean, this is something that hap- 
pened in the depths of the 20th century, a great tragedy I think 
that every Korean feels. 

For example, I have mentioned this before. When they are able 
to arrange these family unification visits, probably these are not 
really noticed very much in Washington, but when the Red Cross 
is able to bring family members from North Korea together with 
family members from South Korea, it is enormous news in South 
Korea. So I think we have to understand that because they are so 
much closer to North Korea, they very much feel the effects of this 
division. 

With respect to Kaesong, this has been a pilot project designed 
to try to engage North Korea in the hopes that by having South 
Korean factories in North Korea, this can have an effect on begin- 
ning what I think everyone understands will be a very long road 
toward some sort of reform and then eventual transformation in 
North Korea. 

Our concern has been to make sure that as South Korea conducts 
this policy — it was known in their previous administration as Sun- 
shine Policy, now it is discussed more as an engagement policy — 
we want to make sure that as they approach North Korea, we are 
not at cross-purposes for the Six-Party process, because at the end 
of the day, we need North Korea to denuclearize. There is very lit- 
tle that we can do with North Korea, frankly, that anyone can do 
with North Korea as long as it is pursuing nuclear weapons. 

So we need to make sure these policies, that is, the South Korean 
approach to North Korea and the Six-Party process approach to 
North Korea, are somehow coordinated. And I am very pleased to 
say we have done that. In the recent months as we have gone 
through this very difficult stage. South Korea has not been pro- 
viding food aid to North Korea. They have been trying to coordi- 
nate with us in the Six-Party process to ensure that there are no 
mixed messages. And I think we have done a good job in address- 
ing that. 
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But, Mr. Chairman, I want to stress that getting North Korea to 
give up weapons that they have been developing for several dec- 
ades is a tough job, and we have no choice but to stick with it. And 
if we are going to be successful, it is going to be because we worked 
with other friends and allies in the region, and I would say our 
work with South Korea is very important in this regard. 

Mr. Sherman. Thank you for your efforts on trying to bring 
CND, that is to say complete nuclear disarmament, to the North 
Korean regime. As you have explained, it is understandable why 
South Korea would view things just a bit differently than we 
would. We obviously think our approach is better, though we un- 
derstand their approach. 

My question was, have we used the leverage of negotiating this 
free trade agreement to get South Korea to move off of its policies 
that we understand closer to the policies that we prefer, the ones 
that are a little tougher on North Korea until it abandons its nu- 
clear program? In particular, you have said that no one can really 
do business with North Korea until they give up their nuclear pro- 
gram, but South Korea is going forward with these processing 
zones, which as I said in my opening statement, the addition of up 
to 1 million workers is just one of the issues of the zones. 

So let me ask you this. As far as the agreement negotiations, 
were we able, or did we even try, to get South Korea to move closer 
to our position of putting tough economic pressure on the North 
Koreans until we see some changes? 

Mr. Hill. Well, Mr. Chairman, after the North Koreans con- 
ducted missile tests last July, in fact July 4, the South Koreans 
suspended any expansion of this Kaesong facility, so it remains 
really a pilot project. Now they will expand it as there is progress 
in the nuclear talks. So I think that we have a linkage there which 
I think is important to us. 

With respect to the connection or the linkage to the FTA, I want 
to emphasize that we have negotiated an FTA on the basis of what 
we believe are objectives for us, that is, it is in our interests to 
have this FTA. Now obviously when you negotiate, you negotiate 
with a partner who needs to have it in his interests as well, so 
there has been a balance of interests in the FTA. 

But I think clearly as we have moved ahead with this FTA, it 
has helped bring the United States and the South Korean positions 
closer together on North Korea because we are in very, very close 
consultations these days as never before, and I think we have the 
FTA negotiations to thank for that. 

Mr. Sherman. My concern is that South Korea reacts only tem- 
porarily to the provocations from the North. For example, the 
North tests a nuclear weapon. Then they test a rocket. Now you 
point out when they test the rocket. South Korea suspends 
Kaesong. What did South Korea do in response to the nuclear test? 
Have they done anything economically? 

Mr. Hill. Actually since that time, they have continued not only 
the suspension of Kaesong but also the suspension of bilateral as- 
sistance to North Korea. So it has been held far below what it was 
the previous year, and that is because of these two tests, first the 
missile test and secondly the nuclear test which took place 3 
months later in October. 
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Mr. Sherman. Did they take these actions in response to the 
first provocation or the second? 

Mr. Hill. The first, this is the missile test, was they took the ac- 
tion to halt the expansion of Kaesong, which they were going to re- 
view, but in the process. North Korea had this nuclear test. And 
after the nuclear test, they resolved to maintain that restriction. 

Mr. Sherman. So the second provocation simply caused a con- 
tinuation of adverse actions, sanctions, whatever you want? 

Mr. Hill. That is correct, yes. 

Mr. Sherman. Would you expect that this same tough line would 
be continued by South Korea if we can go another 12 months or 
24 months with no additional provocations but no additional con- 
cessions from North Korea? 

Mr. Hill. Actually I do. And I think the mood in South Korea 
as a result of the North Korean nuclear test has shifted than what 
it was 2 years ago. I also like to think that our willingness to en- 
gage diplomatically with China and with the other partners and 
even directly within the Six-Party process with North Korea has 
also helped improve or helped bring the United States and South 
Korea closer together in policy terms. So I think we can count on 
South Korea as a very reliable ally as we go forward in this proc- 
ess. 

Mr. Sherman. Yongbyon continues to operate right now, and 
North Korea will have more nuclear material at the end of the day 
than they had at the beginning of the day? 

Mr. Hill. Yongbyon has been up and down due to maintenance 
concerns. It is our hope, though, that as we move to implement our 
February agreement, and I expect you will see some developments 
very soon in that regard, that we will have Yongbyon shut down, 
and then we will go to the next phase, the elements of which have 
already been agreed, which is to disable Yongbyon. 

It does not solve our problem because we have 50 kilos already 
of fissile material. Those kilos must be abandoned according to our 
September 2005 agreement. We also have to run to ground the 
issue of highly enriched uranium purchases that they made. So to 
shut down Yongbyon is a first step in a long process. 

Mr. Sherman. Well, I thank you for your work on this issue. I 
am not quite as optimistic as you are. I am not characterizing your 
comments as optimistic. 

Mr. Hill. Thank you. 

Mr. Sherman. Just characterizing myself as even a little bit 
more gloomy. And I want to thank the two witnesses for coming 
before this subcommittee and spending over 2 hours with us. 
Thank you very much. 

Ambassador Bhatia. Thank you. 

Mr. Hill. Thank you. 

Mr. Sherman. All right. You did a great job. 

[Whereupon, at 12:05 p.m, the subcommittee was adjourned.] 
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